




RTH 

COMMITTEE MEETING 
STELLENBOSCH - FEBRUARY 4-5, 1982 


AGENDA 


11. A review by the Rembrandt Group on recent business developments 
in Rothmans International and its various subsidiaries. 

2. A presentation by the Rembrandt Group of the anticipated results 
of Rothmans International in 1981/82 and 1982/83, and of the 
Rothmans International! business plan for the coming five years.. 

3. Recent and prospective major management and board! changes in 
Rothmans International and its main subsidiaries. 

4. The provision by the Rembrandt Group of a written, monthly 
highlight report on the activities of the Rothmans International 
Group. 

5. Discussions and approval of minutes of trademark meetings held 
in Stellenbosch on December 8 and! 9, 1981. 

6. The possibilities of development by Philip Morris of the Dunhiill 
and other Rothmans trademarks in North and South America. 


7. Review and discussion of matters in the Contract and in the 
Partnership Agreement requiring further implementation. 

8. Review of legal and political aspects of the positions and 
actions taken by regulatory agencies in Germany, the EEC and 
Canada. 
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9. Discussion of the proposal raised in the September meeting in 1 
New York relating to the acquisition of an equity interest in 
Cartier. 

10. Status reports on various projects: 

- Joint venture in M&laysia; 

- Licensing of Rothmans products iin India; 

- Distribution arrangements iin Ireland; 

- Contract manufacture arrangements in the EEC; 

- Licensing of Miller Beer in Canada and distribution of 
Carling O'Keefe in the United States; 

- Distribution of Marlboro in South Africa; 

- Assistance by Philip Morris in the area of Expanded 
Tobacco. 

11. Exchange of ideas between the Rembrandt Group and Philip Morris 
on other possibilities to further strengthen andi improve the 
partnership. 

12. Fixing of dates for next meeting. 
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SO&S£ZEZOZ agenda item No,7 ,/ 
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COMMENTS ON CLAUSE 13 IN THE CONTRACT 


Clause 18 in the Agreement notes that with respect to R.I., the Rembrandt 
Group will continue to exercise the "management role hitherto performed'’.. 
Neither the Agreement, nor the partnership' document proceed to define the 
"management role". 

Attached is a legal interpretation prepared by Michael Mockridge, trying to 
define the meaning of a management role. The summary of the views of 
Mr. Mbckridge are as follows : 


1. The Manager runs the company according to the wishes of the Board. 

2. Ownership rights are not the same as management rights. 

3:. Through RTH, and through the partnership document, Phil ip Morris and 
Rembrandt are equal partners, and have equali rights as owners of R:.I. 

4. Such equal rights apply to the appointment and the functioning of the Board 
of R. Ii. If P.M. and Rembrandt disagree on policy,, then the Board: is res¬ 
ponsible for making its own policy,, in the interest of all shareholders. 

5. Rembrandt, as Manager, must at all time operate under the wiishes of the 
Board. Thus, indirectly, Philip Morris can have an influence on management 
as wel1 . 



While the above is an interesting legal interpretation, in practice Phil ip 
Morris has to date not interferred at alii ini the management of R.I. 
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2. 


We 1 must also be careful, in any attempt of interference, of the clause in 
the contract that mentions the maintenance of a competitive posture: iin those 
markets where competition exists. 

It is our understanding that no formal management contract exists between 
R'.I. and the Rembrandt Group. A member company of the Rembrandt Group, namely 
Rupert International Proprietary Limited, is charged with: the management 
function of the R.I. business. The Chairman of thiis company is J.A 1 . Rupert. 
The running costs of this company are unknown, but it has beeni reported that 
R.I. is paying Rupert international the amount of £ 1.75 million ($ 3.9 
million) per annum, to cover costs relating to the management function. 
Reportedly, this amount covers expenses and does not include a profit ele¬ 
ment. 


We know that Vernon Brink constantly refers matters for management decision 
in Stellenbosch. We also know that following the agreement with Philip 
Morris, there is a consistent effort by Rupert to move more management 
matters to Stellenbosch, and to minimize the significance of the RI manage¬ 
ment function in Hill Street, London. As an example, it cam be cited that 
when Mr. Paul Taljaard returned to Stellenbosch, his repllace as RIi's Marketimgi 
Director, Willem Malherbe, did not move to London, and is carrying out the 
function from Stellenbosch. We are also advised by various members of manage¬ 
ment that more reference:is made to South Africa. 


We belliieve it is in the interest of Philip Morris that a strongi London 
function be maintained, as a counterbalance to influence from South Africa 
on the business. 


Any discussion with the Rembrandt Group on their "management role", coufd 
basically concentrate on the following matters: 



Asking them to define the technical arrangements that exist between 
Rembrandt and RI. 
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2. Asking them to specify exactly the management role, and what personnel 
is. involved in it. 

3. Asking them to define the exact communication channell between them and. 
any RI company. 

4. We should emphasize our interest in maintaining a strong function in 
London. 
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llth December, 1981 


Dear Frederick, 


I must apologise that I have been so long in getting 
on to paper our view on the interpretation of clause 18 
of the 22nd April agreement. I now enclose a note of our 
views. 

This note sets out our interpretation of the clause 
as; we would argue it and we think that if litigation were 
to be embarked upon and the matter were to be ultimately 
judged it is likely to be decided on the lines argued 
in the note. 


I think Rembrandt are in difficulties; in arguing; 
for any better position than the one we argue in the 
note. Philip Morris would anyway argue that the whole 
concept of the management role was so vaguely expressed 
as to be unenforceable in any event. In so doing we 
would argue that had Rembrandt attached such fundamental 
importance to its management rights it would have made 
sure that these were set out more extensively in the 
agreements. After all, the agreements deal with other 
matters in a fair amount of detail, such as clause 17, 
the warranties, the mechanics of first refusal and level 
pegging (which were expanded in the supplemental agreement) 
andi the partnership document which deals with' proprietorial 
rights. If Rembrandt were so concerned, they had' the 
opportunity of asking for any lack of clarity to be put 
right when the supplemental agreement was enteredi into 
but nothing was said. 
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Continuation from Coward Chance 


2 


Dale 


II.12.81 


If the clause were litigated oral evidence would 
have to be given by Dr. Rupert and by Hamish Maxwell 
and a good deal might depend upon the impression given 
by witnesses. However, our collective view is that the: 
arguments set out in the note should prevail unless 
the court considers that by their conduct since 
April 1981 the parties have impliedly altered the 
arrangements or waived rights. This must be a danger 
and I have mentioned it before. 

I have not sent copies of this to anyone as 
I think you should see it first. 

Yours sincerely, 




Mr. F. Dulles, 
Philip Morris Inc.., 
100 Park Avenue, 

New York, 

N.Y. 10017, 

U.S.A. 

Enc. 
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Note on clause 18 of the Share Purchase Agreement betv.*een 
Rembrandt and Philip Morris Incorporated dated 2 2nd April, 1981 


1. The agreement is expressly governed! by English law. 
Applying the English laws of construction of written 
agreements we analyse the effect of clause 18 as follows. 


2. (a) First we need to decide the meaning of 

"management role". Management in relation to 
a UK company is usually understood to be the 
conduct of the business of the company within 
the policy laid down from time to time by the 
Board. Carrying out a management role is 
distinct from carrying out functions which are 
derived from proprietorship rights. These 
rights include the right to appoint directors 
and therefore to decide on the people who 
will decide the policy for running the 
company? the right to decide what business 
the company carries on? the right to determine 
the constitution and capital of the company 
and the right to wind up the company. 

(b) The role mentioned in clause 18 is 
limited in two ways: first it is to be the 
same role as that "hitherto performed" and 
second it is to be that role hitherto 
performed "insofar as it affects the business 
of RI". RT here means what it says and does 
not mean RI and its subsidiaries. The latter 
expression is used in a number of places in 
the document. Had it been intended to use 
that expression in clause 18 it could have 
been used. The business of RI is that of 
a holding company managing its investments 
and advising its subsidiaries. If, before 
22nd April, 1981 Rembrandt performed a 
management role in relation to any one or 
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more subsidiaries of RI that role is not 
covered by in clause 18 unless Rembrandt can: 
show that it was the intention to cover it:. 
This will be difficult unless Rembrandt can 
show that there were direct agreements 
between subsidiaries, such as, say, 

Brinkmann, providing that Rembrandt 
"managed" some aspect of their business. 

(c) The second sentence of clause 18 does 
not upset what is stated above. It is 
merely a statement that if the two 

named conditions are fulfilled the parties 
may agree to alter their arrangements. The 
word "may" is used instead of the word 
"shall". The sentence is permissive and 
not mandatory and adds nothing to the 
parties obligations. The expression "the 
role of managing partner" must mean' the 
same as the "management role" 1 referred to 
in the first sentence. To interpret it 
otherwise puts an unnecessary conflict 
into clause 18. Also the expression is 
found neither in the partnership dbcument 
nor elsewhere in the documents. It must 
have a meaning distinct from the expression 
"controllingi partner" which is what one 
partner becomes when the principle of equal 
partnership no longer applies (see 3(e) 
of the 2 3rdi May, 19 81 supplemental agreement) ., 
The implication must be that "the management 
role" and "role of managing partner are 
lesser roles than that cf "controlling 
partner". 

(d) The fact that clause 18 refers to 
"partners" supports the view that it 
must be construed in the context of the 
partnership principal. This is reinforced 
by clause 3(e) of the Supplemental Agreement 
dated 23rd May, 1981. The documents show 
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cm intention that there should be equality 
between them insofar as concerns important 
matters of policy relating to the RTH group. 
This is reflected in> clause 17 of the 
22nd April,; 19 81 agreement and in the 
partnership documents. These deal more with 
how the rights and influences of Rembrandt 
and Philip Morris as proprietors are to be 
given effect to, and provide how control is 
to be exercised since there is no controlling 
partner until the RTH 50/50 deadlock is 
altered. 


There is then, built into the arrangements, 
a distinction between the channels by which; policy 
towards the RI group is formulated and the management 
rol'e which ought to reflect that policy if it 
co-incides with the policy of the RI board itself.• 

(e) Although the RI board can be appointed 
by RTH it must, once appointed, act in the __ 
interests of all shareholders. Thus if 
RTH were in exercising its rights as a 
proprietor, to suggest a policy which 
the Board considered was not in the interests 
of all shareholders, its duty is not to adopt 
it, even at the risk of being replaced. Because 
of this duty it cannot, as a Board abandon; 
its management functions, or any of them. It 
can only delegate them on terms that whoever 
they are delegated' to carries them out in a way 
which does not conflict with the Board's policy. 
Hence if Philip Morris and Rembrandt and the 
Board of Rothmans International agree on policy 
there will be no conflict between the management 
role and the proprietorship role. If Philip 
Morris and Rembrandt disagree on policy, there 
will be a deadlock in RTH leaving the Board 
of Rothmans International to make its own policy 
and to see that any manager, or adviser, it uses 
carries it out. 
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(f) The conclusion is that, there is a 
distinction in the documents between the 
"proprietorship" or "partnership" 1 role 
and the "management" role and that the 
latter is subordinate to the former. What 
Rembrandt has secured by clause 18 is 

the right to continue to carry out the 
functions vis-a-vis RI which it previously 
carried out so as to ensure that the 
policy of RI, whether agreed by RTH or 
determined by the Board of RI alone is 
implemented. Rembrandt has not secured 
by the clause the right to determine policy 
or the unfettered right to manage. 

(g) •If Philip Morris were to acquire all 
the shares of RI other than those held by 
RTH and RTH were to continue to be owned 
as at present, Rembrandt would still have 

a right to carry out its management role .— 

but it would have to do this within the 
policies laid down by the Board of RI 
and so as to give effect to this policy. 

Since therefore Philip Morris would be 
able to determine the composition of the 
Board of RI (whether or not the RTH 
shares were voted) Philip Morris would 
determine the policy of RI. If the entity 
performing the management role does not 
carry out these policies then it will be 
in breach of its duties as a manager and 
the arrangement for managing can be 
terminated without compensation:. 

(h) Philip Morris has asked whether Rembranc •: 
could obtain injunctive relief to enforce 

its rights under clause 18. Since English 
law is the proper law of the contract the 
English courts have jurisdiction., The 
granting of injunctive relief is entirely 
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within, the discretion of the court and the court 
considers whether damages would be an adequate: 
alternate remedy to an injunction. Rembrandt's 
action would essentially be one against Philip 
Morris to procure that Philip Morris exercises 
its rights vis-a-vis RI (via RTH) so as to secure 
that RI continues to encage Rembrandt as a 
manager. In our view the chances of injunctive 
relief being awarded are remote both as regards 
likelihood and in time for the following 
'reasons: 

(i) for injunctive relief to be granted 
the court has to be satisfied that the 
rights of the parties are clear and that 
these rights can only properly be protected 
by an injunction of some kind rather than 
damages. Since Rembrandt can only manage 
within the bounds of policy agreed by 

RTH and RI, or determined by RI alone, __ 
it is performing a service function only. 

It will have obligations to carry out 
what it is required to do and it will be 
oaid for its services. This is the extent 
of its rights and a breach of those rights 
can adequately be compensated by damages. 

(ii) we believe a court would take the 
view that it was the duty of RI to see 
that its affairs were managed in a manner 
which was in the best "interests of the 
shareholders.. If the board were^ to force 
upon RI management by Rembrandt the court 
would itself be exercising the duties 

of the board of RI which we consider 
it would be reluctant to do unless the 
board of RI were in disarray or unable 
to function for some reason. In such a 
case it would be more appropriate for 
the court to appoint a receiver and 
r.anaaer of the business cf RI rather 
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than impose upon RI management by one of 
two warring shareholders. 

(iii) because the whole question of the 
relationship the partners in RTH is 
extremely complex and the documentation 
difficult we think that the court would 
not even' consider granting an injunction 
until the whole question of the relative 
rights of the parties had been fully 
established in litigation which would be 
lengthy and which would be certain to go 
__ to appeal. 
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COMMENTS ON CLAUS 



THE CONTRACT 







The clause reads as follows: "The parties wi111 endeavour to exploit the 
potential benefits which could be derived from co-operation in areas such as 
joint distribution, joint manufacture, technical know-how and research, etc. 

The 'Seller* will cause RI to joiin such efforts of co-operation.“ ! 

From RM's view point, the potential projects encompassed by thiis clause fall 
into two' categories: 

transactions which may be mutually satisfactory for both partners to>one 
degree o:r another; and 


transactions which assist RI but not PM's own business. 


PM"s proposed philosophy is to assist RI by means of co-operation; where the 
prime benefit accrues to PM, or to those areas where RI could obtain assistance 
from;ar third party. At the present level of PM's equity participation in RI it 
is not in PM"s interests to give away any competitive edlge, although we obviously 
do not wish: to see a decline of the RI brands. It is PM's belief that in most 
major markets of the world the trend is to the blended segment, which inevitably 
will adversely impact on RI as it currently exists. 


The following areas of co-operation are being, or will be r explored even if it 
is not im PM's interest to pursue these avenues at this time (or where legal 
considerations force us to refrain from action for the time being): 

U5A/US Exports 


The manufacture and distribution of US sourced RI brands for export tD 
the Middle East, Africa and Asia, using RM's strong selling organisation 
to increase RI's participation in these profitable export markets (note 
the Jubilee experience). 


RM to take over RI's Atlanta company, which manages their domestic, duty¬ 
free and export business for the USA and Latin America. 
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Negotiations have started! for distribution in the U5A of a Canadian 
brewed beer. 


Europe 


An agreement for the manufacture, marketing and distribution: of Marlboro 
in the UK. 


The joint distribution of products in Germany. 

Negotiations are in progress for the contract manufacture of RM's 
products by RI affiliates in the EEC. 

In France and the Benelux there appear to be potential benefits by 
rationalising marketing, distribution and! administrative services. 

FIR in Switzerland is able to absorb the Laurens and Sullana vollumes, ini 
terms of production and sales, without any significant increase of overheads. 

PM could use its contacts with Eastern Europe Monopolies to obtain llicenses 
for Dunhill or Rothmans. 

Arrangements for the joint exploitation of specific trademarks (eg.. 
Chesterfield). 


As i a 


Carreras Rothmans are considering the possibility of a license agreement 
for RI brands with Godfrey Phillips in India. 


In Pakistan a partial or full merger of PM and RI interests, including 
possibly continued public participation!, is being actively explored. 


A joint approach in Indonesia, 
is under discussion. 


possibly via the Tabacofina 
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The attractions of a combined duty-free organisation, possibly based 
in Hong Kong, are being investigated. 

We are in the initial stages of analyses to see whether scope exists 
for co-operation in: 

Sri Lanka 
. Bangladesh 

. Korea 

China 

Philippines 

Japan (especially Dunhill) 

Singapore 

Canada 

Co-operation in the areas of EDP, Corporate Affairs, Personnel and Head 
Office should show financial benefits. Similarly there should be some 
scope for savings in Indirect Marketing. Full merger is possible, as 
there is presently no merger control legislation in Canada. 


Australia 


There appear to be similar possibilities to those iin Canada, although 
a possible merger is less likely. 


Technical Know-How and Research 


PM appears to be in advance of RI in terms of the abiHity to produce 
acceptable low delivery level products. 


PM's project Commonwealth, for cased and flavoured low tar Virginia 
products, may even be ahead of R1 1 s progress in their own field. 
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RI is interested in PM's speed-up kits. 


There is probably some scope for co-operationi in nearly every market in 
which PM and/or RI currently operates. The only criteria is whether such a 
co-operation is in PM's interests from a competitive or financial viewpoint. 


WTM/hh 
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EXTRACT FROM CHAPTER II - PARTNERSHIP AGREEMENT 


The following is an extract from Chapter II of the Partnership 
Note signed in April 1981: 

Quote 

The Board, or its Committee will examine, consider and make decisions 
relating to: 

Any re-organisation, re-capitalization or re-financing affecting R.Ii. 
or any significant company or element in its Group of Companies.. 

Any purchase or sale of material assets, eqpiity or interest, any 
purchase, salte or licensing of trademarks or other material 
intangible assets, and any material arrangements for supplies or 
services. 

Any proposed appointments to the Boards of [Directors of any company 
in the R.I. Group and any proposed material management change 
including that of any Managing Director of a Company within the 
R.I. Group. 

Any matters of such magnitude that they could significantly affect 
the well-being, progress, profitability, financial integrity, or 
reputation of the R.I. Group, or of any ofi its component Companies,, 
or of the Partners themselves. 

Unquote 

The following pages are a discussion of the above paragraphs: 
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CLAUSE 


ANY. RE-ORGANIZATION, RE-CAPITALIZATION OR REFINANCING AFFECTING R.I. OR ANY. 
SIGNIFICANT COMPANY OR ELEMENT IN ITS GROUP OF COMPANIES 


COMMENT 


The wording which needs clarification or definition is : 

a. ) what constitutes a "significant" company ? 
b) what constitutes a refinancing ? 

RECOMMENDATION 

a) A significant company should include any group company, with; sales in excess 
of $20.0 million, or equity and retained earnings in excess of $1.0 million, 
or equivalent amounts in foreign currency. 

b. ) A refinancing should include any : 

- rescheduling of debt over $10 million 

- increase in long term borrowing 

- issue of any bond or additional equity in any group company. 


EXAMPLES 


I.. The three-fdr-one stock split of RPM Malaysia and subsequent floating of 
RPM Singapore on the stock exchange would constitute a re-organization and 
recapitalization of a significant company. 

2. Any decision relating to. the closure of Ed. Laurens, S.A.. in Geneva would 
constitute a re-organization affecting the R.I. Group of companies. 
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ASIAN WALL STREET JOURNAL 


21 JANUARY, 1982 


Malaysia 

Rothmans of Pail Mall (Malaysia) Ltd., a 
ciguret maker, reported that its unaudited! 
group pretax profit for the six months ended 
Dec. 31 rose 30% from a year earlier to ' 
MKJfi.3 million (USfll.7 million). Sdies rose 
187* to M 1203.6 million. The company 
declared an interim dividend of 10% gross, 
unchanged, and announced a one-for-one bo¬ 
nus issue. 
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CLAUSE 


ANY PURCHASE OR SALE OF MATERIAL ASSETS, EQUITY OR INTERESTS, ANY PURCHASE, 
SALE OR LICENSING, OF TRADEMARKS OR OTHER MATERIAL INTANGIBLE ASSETS, AND'ANY 
MATERIAL ARRANGEMENTS FOR SUPPLIES OR SERVICES. 


COMMENT 

The terms to be defined are : material assets, equity or interests, material 
intangible assets, and material arrangements for supplies or services. 


RECOMMENDATION 


a) Material assets should include any tangible assets with a value in excess of 
$10 million, or the equivalent in foreign currency. 

b) Material 1 equity should include equity in any company at a cost in excess of 
the amount of $500,000. 

c) Material interests should include non-equity investment in any business iin 
excess of $1.0 million. 

d) : Material! intangible assets include existing licence agreements and technical 

knowhow. 

e) : Materiall arrangements for supplies or services include major supply contracts, 

purchasing policy changes, ad agency shifts, and reorganization of marketing 
or other major services. 


EXAMPLES 


T. The negotiations between RI and Modi in India for the licencing of RI trade¬ 
marks in India would represent the licencing or sale of trademarks.. 

2. Creation of Peter Stuyvesant Travel would constitute the purchase of material 
equity in a new company. 

3. The moving of the RT Marketing Management Function! from London to South 
Africa constitutes a materiall arrangement for services.. 

4. Contemplated diversification efforts undertaken by Tabacofina, RPM Australia, 
Mhrtin Brinkmann, or Carreras itself iin the U.K, would! constitute purchases 
of materiall assets / equity 

5. The sale of Tabak Export & Import B.V., Holland by Tiabacofina. 
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/% PETER STUYVESANT, t^Roth^ 
mans International subsidiary, is 
putting £5Q0]OGD ($940,000) into the 
creation i of an upmarket UK tour , 
operating company; Peter Stuyves-J 
t^mt Travel. Page 13 
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moves into travel 


BY ARTHUR SANDLES IN LONDON 


PETER STUYVESANT. the Roth¬ 
mans International subsidiary, is 
putting £500,000 ($940,000) into the 
creation of an up-market tour op¬ 
erating company - Peter Stuyves* 
ant Travel. 

The move is bound to alarm tra + 
vel retailers since Stuyvesant has 
decided on a direct-sell operation, 
by-passing the normal 10 per cent 
mark-up. The company will be 


spending DOOjOOO in advertising 
over the next few weeks bringing 
the new travel name to public atten¬ 
tion. 

Stuyvesant hopes to be carrying 
10J000 people a year within three^ 
years. The company aims to be “a 
serious entry into the quality end of 
the market.’’ according to Mr Nick 
Red fern, marketing director. 

The group carried out a two-year 


£ 


pilbt study of the market; operating 
holidays to the Greek islands. It ex¬ 
pects a turnover of C2m in 1982 
Direct selling has been a growth 
area in travel over recent years, 
Stuyvesant insists, however, that 
it will not be indulging in price-cut¬ 
ting. “We saw a need for high-quali¬ 
ty lbng and short-haul holidays; 
with no attempt to cut corners,” 
said Mr Redterm last night. 
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STORY IDENTIFICATIONi: PHILIP MORRIS 'S PARTICIPATION: IN ROTHMANS 

INTERNATIONAL 


tallies LC Ul IIM^MLjUO IO HIOHIUCII VJO UBllo BBtiflU.. 

r— TABACOFINA 

\ Dans son propre expose prononcd £ Tassemblee 
generale. le president a signale difterents (aits qui 
ont caracterises 1‘exercice ecouJe. 

A propos de ('information concernant la firme 
Philip. Morris_qui avait acquis un interet dans la so¬ 
ciety Rothmans Tobacco Holdings qui delient 1 
44 % des actions Rothmans International, le presi- - 
dent a signal^ qu'il stegit d'une operation entre 
tiers dans laquelle ni votre conseil, ni le conseil de | 
Rothmans International ne sont intervenus. 

Cette prise de participation pari Philip Morris ne 
change en rien les structures operationnelles. Vo¬ 
tre Conseil, avant comme apres, a pour tSche de 
developper les affaires dans llinteret et le respect 
de tous les actionnaires. J^ai le sentiment que \b 
liaison avec Philip Morris est capable de creer des 
synergies nouvelles. . I 

Des bruits repetes d'une possibility d'offre d'a- 
chat publique des 40% des hires circulant libre- 
ment, ont ete publics par la presse. 

Dans le communique de presse dU 27 mai, votre 
Conseil vous a dit n'avoir aucune information de 
nature £ pouvoir confirmer ouiinfirmer ces bruits. 
Aujourd’huii nous n’en savons pas plus et \e ne 
puis faire autre chose que de repeter ce qui a ete 
6crit le 27 mai. 

A propos de dividende, le President a prouve 
combien le conseil est attentif aux droits des ac¬ 
tionnaires. * ■ 

- «Au cours dUs 51 annees d'existence de votre 
societe. chaque ann6e un dividende a ete paye. Je 
crois que ce fait merite di£tre rappeie. » 

Quant aux perspectives d'avenir. celUi-ci ne 
manque pas de causer quelques soucis, suite £ la 
politique des prix des Etats^.U taut, a ditile presi¬ 
dent que ceux-ci gardent raison et permettent a 
1’industrie de maintenir une rentability satisfai- 
• sante. .. ■* • f *" _ , 

Le president a ygalement fait part a fassernblee 
de ce que en date du 20 juiilet ia filiale Tabak Ex¬ 
port en Import Gompagnl* B.Vi.h Amsterdam, 
avait signy un contrat avec Dibrell Brothers lhc. t 
Danville, Virginia/U.S-A., permettanl y cette der- 
niere d’acquerir les actifs de ses filiaies princi- 

Ce contrat a ete mene a bonne ffm Le prix de la 
transaction sur base des valeurs au 31laout est de 
I'ordre de 25 millions de dollars. Le profit de cette 
vente sera enregistre au cours du prochain exer- 
cice. 

Le President a termine un abordarvt le probleme 
de la diversification des activites qui reste le but 
que la society poursuit mais ne s'improvise pas. 

- Nous etudions soigneusement les orientations et 
n avons. a I'heure ou je vous parle. aucun pro/pt 
ferme en vue. Nous pfacerons nos importantes li¬ 
quidities a court, moyen ou long lerme, au mieux 
des possibilites qui s'offriront. * ; 

Un actionnaire est intervenu pour connaitre le 
montant du profit de la cession de T.E.I.C. II lu* fut 
repondu que le chi fire ne peut etre precise actuel- 
lement parce que it faut temr compte de divers 
points a retenir. Us sont importants cela est certain 
mais ilS comprennent des exceptionnels et des i 
profits operationneis. 

G‘est a I'unanimite que I'brdre dU jour a et6 ap+ 
prouve ainsi que les nominations proposees par le 
conseil. * • • \ 

24 actionnaires avaient depose 447.355 titres. \ 
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ARTICLE FROM : ECHO DES TIRAGES, BRUSSELS - OCTOBER 1, 1981 


TABACOFINA 


In, the: statement given at the annual shareholders meeting, the President 
pointed out different facts that characterized the fiscal year just ended. 

Concerning the information about the company Philip Morris, which acquiredl 
an interest in the company Rothmans Tobacco Holdings, which owns 44% of Roth¬ 
mans International's shares, the President pointed out that it concerned a. 
transaction between: third parties in which: neither your Management, nor the 
Management of Rothmans International, was involved. 

“This talking of participation by Philip Morris did not in any way change the 
operational! structure. Your Management, before as well as after, has the 
task to dfevelop business in the interest and in respect of all shareholders. 

I' feel that the liaison with Philip Morris is capable of creating new synergies. 

"Repeated rumors concerning! the possibility of a public offer to buy the 40% 
of the shares which are publicly held have been published in the press. 

In the press release of May 27, your Management told you that they had no' 
information to allow them to confirmior deny these rumors. Toddy, we know 1 
nothing; more about this, and I cam only repeat what was written May 27." 

Concerning dividends, the President stressed how mindful Management is of the 
rights of shareholders. 

"During the 51 years of your company's existence, a dividend has been paid 
every year. I think that this fact is worth: remembering." 

As to future prospects, there is some concern due to the pricing polices of the 
Government. The President said it is necessary that they remain reasonable 
and permit the industry to maintain satisfactory profit margins. 

The President also made known to the assembly that on 20 July the affiliate 
Tafoak Export en Import Compagnie A.V. at Amsterdam signed a> contract with 
Diibrelil Brothers, Inc. , Danville, Virginia, U.S.A., permitting the latter to 
acquire the assets of the former's principal branches. 

This contract was, successfully concluded. The price of the transaction: on 
the base of the valuation at 31 August is in the order of S25 million:. The 
profit from this sale wiill appear in: the next fiscal results. 

The President concluded by broaching the problem of the diversification of 
activities, which, remains the goal of the company but which: cannot be impro¬ 
vised. "We are carefully studying the possibilities but, at the moment,, we 
do not have a firm project in view. We are placing our important liquidities 
at short, medium or long term notes, at the best available rates". 

A stockholder asked to know the amount of profit from the sale of T.E.I.G. 

He was told that the amount could not be precisely given at present because 
it is necessary to take into account various deductions. It is certain that 
these profits are important, but they include both exceptional items and 
opera tiona1 pro fits. 

The Order of the Day was unanimously approved, as well as the nominations 
proposed by the Management. 

24 stockholders,, representing 447,355 shares, attended the meeting. 
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Nobody makes much money in sports franchising’ 


ty Jamie 


L* 4’ 


10 

ayne 


too Mi inn! s loKued a lot 
>f telephone time last 
M*ek. Not n!l of it involved 
arryinj; out his daily 
omul hs president and 
hii f exeeutiic offieer for 
iirlinj; O'Kee fe Ltd . 

Mi limn spent much of the 
vek burying ;» couple of 
eiMMent rumors' neither the 
oroiiin Argonauts of the 
anadian I not hall League 
CM ) nor the Quebec Nor- 
bques of t he National 
lot key 1 capue (NHL), both 
ned by subsidiary Carling 
t’Kccie Breweries of Canada 
id . are on the verge of 
-einp sold 

In fact, to paraphrase 
del ones (and Mark Twain), 
urnors of their imminent 
ales have been grossly exag- 
cralcd. 

• A reporter called me (last 
seek) asking if the Argos 
seic lor sale and I said that 
in\thing's tor sale at the 
ight price.*" Mclnncs told 
I he I-osi “but not just the 
earns • • don i take it out of 
onlrxl I s,ud we d sell any 
isset we ve got 1 1 the price is 
ight I always s,i> that." 

M "as a typical Mclnncs 
cvponsc to daily sports 
eporlcis who ask the inevi- 
able question that comes up 
n the wake of a wocliil 
cason - - both on the field 
ml at the box office. 


Entry fee 


Clearly, the Argos — and 
also the Nordiqucs, despite 
fielding an exciting, competi¬ 
tive squad — arc costing the 
brewery a bundle each year 
How much, though, is "not 
public information.** the oth¬ 
erwise frcc-spcaking Mcfn- 
nes says. 

One highly placed hockey 
executive says the Nordiqucs 
lost $4 million in each of its 
first two years in the NHL 
(the club is now beginning 
year three) because of the 
exorbitant league r nti, Icc, 
the arena's onginally small 
sealing capacity anJ resultant 
construction costs for expan¬ 
sion 

The Argos are said to be 
fumbling away at least St 
million this year, according to 
another source. 

Hut Mclnncs refuses to 
sing the blues or cry in his* 
beer despite the teams' losses, 
and. in fact, insists that losing 
money comes with the terri¬ 
tory of team ownership. 

Mclnncs says the Nor- 
diqucs arc better than the 
Atgos from an ownership 
point of view, but “not by 
much" And neither team 
would be a smart buy strictly 
as a straight investment and. 
nothing cKc. 

"No sports franchise is — 
we knew that when we got a 
hold of them (the Argos and 
the Nordiqucs). Anybody 


who thinks that they arc 
going to be making much 
money with a team i* 
dreaming." 

So sports franchise ownet- 
ship is strictly a marketing 
vehicle? 

“Oh yeah, or an ego trip. 
Those arc the only two 
reasons as far as I can scc^ 
There's a chance to make a 
bit of money. I think, but 
everything has got to go 
righi " 

Mclnncs has had to field a 
lot of questions about sports 
sponsorship this year since 
Carling O'Keefe has been in 
the hot seat because of a 
couple of aggressive — and 
very expensive -- 1 V rights 
purchases in baseball and 
football. 

Carling O'Keefe purchased 
the Canadian TV rights to 
the CFL for the next three 
years for 55.2 million 
annually, as well as the 
national TV rights to Mon¬ 
treal I'xpos* baseball for the 
next five years for S6.2 mil¬ 
lion per year. 

The rights figure lor the 
CFL was roughly 2*/i times 
greater than the league's Iasi 


three-year package, which 
has been purchased by the 
('TIC. Carling O'K :efc*s 
F.xj os TV pack a) t was 
near y six times greater han 
the previous pad sigiec by 
I.abatt Breweries of C anada 
Ltd 

Not only were TV rights 
expensive, but a strike by 
major league baseball's 6MI 
players this summer put the 
grand old game out o| busi¬ 
ness. and Carling O'Keefe 
was off the air for two 
months. To make mailers 
worst, the CFL has suffered 
through a season of lopsided 
TV games courtesy of its 
newly adopted, fully inter¬ 
locking schedule. 

Ratings 

Mclnnes is unwilling to 
concede that the rough CFL 
season has hurl the brewery. 
"Well, yon never know until 
you get the audience ratings 
coming in. Thai's the only 
way you can tell.*’ 

But certainly the numerous 
lopMilcd games this season 
must concern the company? 

"A lot in 1 V dej>cnd.s on 


what is up against the vehicle 
you have. So while you may 
have certain gut feelings 
about it. I have long since 
learned never to pay i>ny 
attention to that." he says 
Is uwmng a team more of a 
burden, financially or other¬ 
wise, io the company than 
one of its businesses'? 

"It is nowhere near as 
com plicated as some of our 
companies. We own Stai Oil 
& (»as l td. in Calgary. Cana¬ 
dian Recr Co. and Jordan 
Valiev Wines Ltd Sports 
franchises aren't that ditfi* 
cull, and we don't interfere 
with it. I he men in charge 
are responsible lor that." 

And what of the Nor- 
diquts' sale rumor? 

‘I haven't heard of it. 
Anvwav. nobody has come in 
to see me a Knit it," hr says 
When told that I he t'ost 
has been tipped off to the 
possible sale by a reliable 
source. Mclnncs chuckles, 
‘‘1 he only reasonable source 
would be me. So whoever it 
was didn't know what he was 
talking about.*’ 

Mclnnes also rules out the 
possibility Kothmaio? of Ball 
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Mall Canada Ltd., V 
owner of Carling 0‘K 
would pressure him 
selling the teams by clni 
outrageous losses. 

“No. they don't ever I 
to do anything Each i 
has our separate boar, 
directors," 

(Besides, a 1% shit 
maikct share in QueF 
worth roughly 54 mtllu 
revenues in the sol 
intensive beer industry 
Ontario, a similar sh 
about 56 million, so 
losses pale in comp, 
with these kinds of nur 
at stake.) 

But seriously, Rod. 
the price ever be right fi 
Argos or the Nordiquev 

"As long as you rctai 
marketing rights. wh> 
You may sell the lean 
you would never give u 
I V licensing arranger 
I hat wnuld never h.ipp 
it would be stupid,*’ Mi 
says 

And without the TV i 
team ownership isn'' 
attractive ui^jcss you’ve 
gigantic # c{fo and an 
! bigger bankroll. 
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Brewers flat i 

MIND your eye on Scottish Sc 
Newcastle Breweries. The shares ; 
were run on suggestions of a j 
*"* dawn raid from either Philip ! 
Morris or Rothmans (the Utter. ; 
has brewing interests in both . 
Canada and Ireland) but the 
buying was of poor quality. No 
one is likely to move ahead of ' 
the figures which traditionally 
appear a few days before . 
Christmas. This time they are 
likely to fall £3m or more short 
of the £ 19.1m i recorded before; 
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Dibrelle to buy 
Dutch Tabak 

By Charles Batchelor 
In Amsterdam 

DIBRELLE Brothers of Danville, 
Virginia, is to acquire the Dutch to- I 
bacco trading company, Tabak Ex- ’ 
port and Import Compagnie (TEIC), 
for about $25m, the two companies i 
have announced. j 

The U.S. group will pay cash for 
TEIC - owned by Tabacofina, the i, 
Belgian arm of Rothmans Interna* j 
tional - in a deal which should be 
completed by the end of August 
TEIC, which made a net profit 
equivalent to S4.?m on sales of 
$44ra in the year to Marchj employs 
22 people in its Amsterdam head- 
quarters. It alio has large interests 
in Brazil. 
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CLAUSE 


ANY PROPOSED APPOINTMENTS TO THE BOARD OF DIRECTORS OF ANY COMPANY IN TlHE R.I 
GROUP AND ANY PROPOSED MATERIAL MANAGEMENT CHANGE INCLUDING THAT OF ANY 
MANAGING DIRECTOR OF A COMPANY, WITHIN THE R.I. GROUP. 


COMMENT 


R.I. Group should be clarified. 


RECOMMENDATION 


For purposes of this section, R.I. Group company means a significant company 
as previously defined : 

A significant company should include any group company, with sales in excess of 
$2D'.0 million, or equity and retained earnings in excess of $1.0 million, or 
eqpivalent amounts in foreign currency. 


EXAMPLES 


Changes which should be reported would have included the appointments of new 
M..D. in the U.K. (Brink), Australia (Ryan and Costigan), New Zealand (Matthew). 
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Tlhe chief executive of Rothmans* Australian 
operation is to become the next chief executive of 
Rothmans; International ~ 


Rothmans of Pall Mall (Australia) Ltd I said I 
yesterday its chairman. Sir Robert Crichton- 
Brown, and chief executive director, Mr Vernon 
Brink, were to join the international board, ! 

Mr Brink would become chief executive of 
Rothmans International Ltd following the retire¬ 
ment of Mr Alexander Orlbw on September 9. 

At that time, executive director Mr Stanley 
Costigan would become chief general manager of 
• Rothmans Australia and Mr WP. Ryan would be 
apjointed an executive director and general man- i 
ager tobacco products. \ 


AUSTRALIA 

QUEENSLAND 

"COURIER-MAIL" 

July 18, 1981. 
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! UK board appointments 


TWO directors of i 
Rothmans of Pail Mall 
(Australia) Ltd have 
been appointed to the 
j board of the group’s 
British parent. Roth¬ 
mans International Ltd, ■ 
They are Rothmans- 
| local chairman,-8ir Rob-* 
ert Crichton-BnVwn. and ' 
its chief executive, Mr 
V.A. Brink 

Mr Brink will become 
chief executive of Rothr 
mans International on 
September 9 
Meanwhile, Mr W.Ml 
Gordon has been ap¬ 


pointed manager for 
Tasmania of the Re¬ 
serve Bank of Australia, 
in succession to Mr RJP. 
Jones, . 

Mr Gordon was deputy 
secretary of the Reserve 
: Bank-before his appoint¬ 
ment/ 

The* Australian Bank 
has appointed Mr Barry 
R. lliltes as associate d> 
rector, Mr Hales, 47, 
joined the Australian 
Bank after more than 30 
years* experience with 
the Commercial Bank of 
Australia, 


AUSTRALIA 

mnmr 

"AUSTRALIAN'" 
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Sir David Nlcolson (left) ^ chairman of Rothmans, and Mi* 
Vernon Brink, his new chief executive. 


Rothmans deal questioned 

By Philip Robinson 

Sir David NicoUon, chair* any Rembrandt representative 
man of Rothmans International, on the Rothmans board should 
told! shareholders yesterday resign after doing a deal behind 
that Dr Anton Rupert, head of the back of the board and 
the group’s former cc.itroiling other shareholders, 
shareholder, had no intention Sir David said thsre were no 
of courting a full bid for the representatives of Rembrandt 
| United Kingdom company on the board and added: “As 
. when he sold half his stake you know, the discussions were 
to Philip Morris in May, conducted not by us but by * 

Dr Rupert’s South African Rembrandt and Reynolds, and I 
Rembrandt Group sold the am not-in a position to say 
United States tobacco giant half whether Reynolds would have i 
its 44 per cent stake at 170p a been prepared to bidt but I am 
share within hours of termina- assured by Dr Rupert that he 
ting talks with another United! was not interested in such a 
'Stares tobacco company, deal, and was asking for ai 
Reynolds Industries. The dea11 partnership of the kind! pro- 
attractedlsharp private criticism vided by Philip Morris.” 
from the City, but was even* Meanwhille, Sir David, whose 
tuallv cleared by the Takeover new chief executive. Mr Vernon 
Panel. A. Brink, was on the platform 

Sir David was answering a with him, said trading since 
shareholder who suggested that March had been encouraging. 
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Rothmans 


Robert H. Matthew has been 
appointed! managing director of 
the Rothmans Industries Ltd! 
group of! companies in Nievv 
Zealand. He was previously the 
group's gene rail manager^, 

Lorillard 

Lorillard has announced the 
appointments of: six iin its Field! 
Sales to assistant division 
manager positions. 

Pouf E. Priby/t formerly sales 
representative in Bemid ji, 
Minn., is the new assistant for 
tlhe Minneapolis sales division. 

The new assistant division 
manager ini Springfield. Ill., is 
Teresa E. Cribb; She was 
formerly sales representative for 
the company in Greenbay, Wise. 

fames Edward Boland has 
been assigned to the Mobile, 
Ala., sales division. He was 
previously a sales representative 
for the company in Ocean 
Springs, Mo. 

In SaniDiego, CaliiT, Caroline Jl 
P atrick is the new assistant divi¬ 
sion manager. She was a sales 
representative in that region for 
eight years working on special 
accounts. 

Sharon Davis is now assisting 
in the Roanoke. Va.,, sales divi¬ 
sion. Since 1978, she was a sales 
representative for the company 
in Greensboro, NX. She was a 
past advisor for the company’s 
Junior Achievement program. 

Lloyd Gilbert Keysor was pro¬ 
moted from sales representative 
ini ML Pleasant, Mich., to assis¬ 
tant division manager iin the 
Flint, Mich., sales region. 


R.J. Reynolds International 

Clyde W. Fiitzgera/d /r. has been 
promoted to president and 
general!manager of R J. Reynolds 
Tobacco Company-Puerto Rico, a 
subsidiary of R.JL Rteynoldk To¬ 
bacco International. Inc. 

In his new position. Fitzgerald 
is responsible for Tobacco Inter¬ 
national's Puerto Rican opera¬ 
tions* which are based! iin Sain 
Juan with manufacturing 


York, on Lak* Erta. near Buffalo. 29.564 U'Juu). lact-. •aavj 

lack er dak'ir), hj. t.f. lacquer. —Utk/*r .r, n. lac taie dak'llaj 
lack ey dak 7 #), a. 1 . pt. -ay*. » . r«y-iw*. — n. 1. h yd rol y ling Iwj] 

a footman or liveried manservant. 2. a servile follower. -*•*] 

—il. 3. lo attend as a lackey does. Also, lacquey, lac tate 
C<;MF fa«u«u. peril..< Catalan fflcayo. efacoi/o < U acid, fj 
lacking wanting; |*c-i 

less . Store; iht 

of brilliance or 
Clack + lost®r» ] ^iun. 

KtS (U k!5/}, »,v : Pier one » Am.t 
^der*lo* de (pyeii In haw**' fuSix„ 
da), 1741-1803 French general and a 
f/i Co*mfrdie Hu maine (Fr- U kfl mV 
'/See Human Comedy, The. - 
tfta Con dition Hu maine (Fr.;U Jcbw 
men^).„, See Mtn'a Fate. 


r . 'ut-skj -tat! 
ptp. of laud i 

[3'$liian). n. I. the * 
2. the period of milk pr. 
of lacfuiidl a giving sue 
«c-uqion.*l, adf. —Uc-u 

__?al (lakAiat). adi. 1. pertaium i 

resembling milk, milky. 2. .Hum. 
taming chyle. — n 3. Anal any of the 
vessels which convey chiyle from thle 
;the: thoracic duct (l< 1. .’ur/nuii i 
Kousl -n-Att ] —I4e / t«i«f*ly. odr. 
Lic-te-oua (lak'lonsi.adj. Archaic. i 
If milk; [< L fucirius) isee IaCtcali 


/ La-co-ni a fla kC/nS ah n.—aarancient countor fc . 

ice* [< L iactesreni- is- of Innetcen 


ip. of tacit.were. See l*ct-. -hcint]' 
e-tes'cea-cy, hj 
ti-j varvoflacUs-: lacitferout'. 

! c tlc (lak'tik). adt. of. pertaining to 
Ccact- +; -icj 
. lC'tlc ac'ld, ilioehetn. a colorless . 
' upy;, water-soluble liquid. CHiCIIUh 
sour milk: prepa r*-d usual llyihy formant a 
molasses. potatoes, etc., or synthesize 


| la-condc (la kon'ik), ad). using few words; 
much in few words; concise; a Laconic reman Tct 
reply. [< L iaconio(us) < Gk lakdniki&s) fen 

V equiv, to Lakon a Lacootan + -iitos -icj 

Y caldy, advi 

Syn. brief, pithy, terse; succinct* —Ar 

kconl-cal aakon'Ikatj.-SdirrAi-aa^V „ , , , 

laconic ) +&&&&& js3&£rtjsgx:s?'i 

Vtt l^cum 0d kond kam),wR„ Vi'S cretin* milk: lactiftrout aldnda; latttp 
layiiim of an ancient Ro man aM'/ *? » conveying m*lk or a milky fluid, laaxf 

kooS^j**® of neut. of Lacdnieuajtf wmriaa to 

bath was a ^r 1 r laconic, lacto-, a learned borrowing from 

-*■«] i_ /.' •‘milk.’* ow'd in the formation of 

Lfl Co<ru-fig I seaport in NW UaciOmeier ); >pecialitedna cliemicat ter 

Spain. 169 750 Heat. It/tiO). Also called Coruii», Corunna. ‘ Hctat*.'" or, "I'acuc acid." Also. Iici 
lac quer dak / ir», n. 1. a protective coating conustmg for “ l r ^P ,r - ., << ** < * u * 
of a resio, cellulose ester, or both, dtisolved in a volatile lac-to.b«.cll4tl* ilak y l6 ha siKasi. n, 
solvent, sometimes with pigment added. 2. any of van- Bacitnol. say long, slender. rod^s>va> 
on* resinous varnishes, esp. a resioous varnish obtained terium of the emu* Laciotoallut. ,wm 
from a Japanese tree. Hnus verniciftha, used to prodbee amounu of lactic acid in the ferment 
a highly polished, lustrous surface on wooti or the like;. dZates. esp. in milk;. (i< NL:see laci 
3J, Also called Isc'qusr ware' , ware. esp. of wood. lAC-tO-f la Vln llak^lfV lli'vfn., lak'l: 
coated with such a varnish, and often inlaid. They cut- efum. riboflavin', [lacto- + *rL*viKj 
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CLAUSE 


ANY MATTERS OF SUCH MAGNITUDE THAT THEY COULD SIGNIFICANTLY AFFECT THE WELL¬ 
BEING, PROGRESS-, PROFITABILITY, FINANCIAL INTEGRITY, OR REPUTATION OF THE 
R.I. GROUP, OR OF ANY, OF ITS- COMPONENT COMPANIES,, OR OF THE PARTNERS THEM¬ 
SELVES 


COMMENT 


This is a very broad clause which certainly includes all possiblle occurrences 
specified iin the forgoing clauses. In addition, those mot mentionedi but to be 
included under this section should be : 

- legall claims by third! parties involving extensive damages, 

- important government action, and significant political developments in 
markets where R.I. Group companies are active, 

- significant publicity or public relations issues which ariise in markets 
where R.I. Group companies are active. 


RECOMMENDATION 


That these be specified in writing. 
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Procedure 
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PROCEDURE FOR IMPLEMENTUNG POINTS COVERED' INi CHAPTER II OF THE 
PARTNERSHIP AGREEMENT 


The 1 partnership document provides that the partners will examine, consider, 
and make decisions relating to a number of categories of action specified 
im Chapter III. These include, among others, re-organizations and recapitali¬ 
zations; any purchase of assets or equity or trademarks; any Board or 
Management appointments; and! all significant elements affecting RI. 

It is proposed! that the partners agree that a procedure be set up, to 
enable both partners to fulfill the requirements mentioned! above, and to 1 
ensure the smooth operation of the business. As such, it is proposed as 
follows: 

1. Rembrandt will advise Philip Morris the details of any action proposed 
to be taken, and which is defined in Chapter II, at least 3 months 
before the date the action is contemplated; 

2. Such notification willl be communicated by Rembrandt to the Philip 
Morris office charged with co-ordination of activities with Rembrandt, 
and headed by EH. 

3. EH will ensure that the notification given by Rembrandt contains all 
the details that will enable Philip Morris to give the subject matter 
the appropriate attention. In the absence of such details, EH will 
communicate with Rembrandt asking for them. 

4. Philip Mbrris undertakes to advise the Rembrandt Group not later than 
4 weeks after receiving a complete notification of fits; basic decision:. 
The appropriate internal procedures will be set up within PM to comply 
with this need. 
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5. In the event that Rembrandt and Philip Morris share the same opinion 
ini relation: to any subject, it could then proceed to implementation. 

6 . In the event that Rembrandt and Philip Morris hold different opinions 
with regard to a particular proposal, an immediate meeting will be 
arranged between representatives of Rembrandt and Philip Morris to 
discuss the matter, representing the appropriate levels of management. 

7. In urgent matters, where a prior notification of 3 months cannot be 
given, both partners agree to handle matters on a speeded-up basis. 

Tihe procedure will remain the same as outlined above, and only the time 
frame wilt be shortened. However, it is agreed that an attempt will be 
made to keep such situations to a minimum. 
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AGENDA ITEM No.8 


Source: https://www.industrydocuments.ucsf.edu/docs/yglmOOOO 


REVIEW OF LEGAL AND POLITICAL DEVELOPMENTS IN GERMANY, EEC AND CANADA 


The Toll owing comments will relate specifically to the political activity 
in the various jurisdictions where the investment made by Philip Morris 
in RTH is being contested,. 

CANADA 


The only contact to date iin Canada has been with FIRA (The Foreign Invest¬ 
ment Review Agency), at a rather low level. FIRA appears to insist that 
Phillip Morris files' aim appliicatiion with it, to obtain approval for the 
acquistiion it made. 

FIRA is essentially a political tool , established in Canada iin; order to 
extract maximum concessions; from any party forced! to make a submission to 
it. "Concessions 1 ' normally relate to Increased Canadian participation in 
the equity of companies, or the divestiture of subsidiaries iini which the 
Canadian government has am interest, mainly in the area of energy. 

The only criteria for any decisions by FIRA is purely political, and the 
mree act of filling an application with FIRA transfers the battle into the 
political arena. 

It has therefore been our policy to try and avoid making a submission, 
knowing that a certain price will be extracted from us, or at least an 
attempt will be made to extract a price from us. Tihe legal criteria for 
the need to make a filing is whether control has passed hands from one: 
party to another. We have advised FI'RA that in the case of our investment 
Tmi RTH, control in RIi has not changed hands, and therefore we are not ob^ 
liiged to make a filing. 
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2. 


It is likely that FIRA will not accept ouir interpretation, and! we may end 
up' fighting a court case with FIRA on the meaning! of the term "transfer 
of control". Such a court case could last up to 5 years. 

While the court case lasts, no application needs to be filed!. As such, we 
could hold back on making any concessions until some time as a more sub¬ 
stantial 1 need arises for us to make such concessions. 

At the present time;, it. is expected that concessions could' mean ainy or a 
number of the following possibilities: 

1. The sale of the Ndrdiques Ice Hockey Club; 

2. The sale of the: Toronto Argonauts Footballi Club; 

3. The divestiture of the Star Oil! & Gas Company; 

4v Increased Canadian public participation in Rothmans of Pall Mall 
Canadb • 

We presently have no political lobby in Canada. Work has to begin in order 
to develop political contacts in Canada, that will be helpful for our 
relationship with FIRA in the short and long term,, and with the Canadian 
Cabinet in the long term. 

At the present time, there is no merger control legislation in Canada, As 
such, it is possible to merge the two interests im Canada, and to form one 
company. However, iit is to be expected that a price will have to be paid 
to FIRA for approving such a merger. 

The filling requirement falls only on PM as the acquiror, and not on 
Rembrandt. However, any "price" demanded of PM will have to be paid by 
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Rembrandt, as the owner of RPM Canada. It is therefore not in the interest 
of Rembrandt that Philip Morris makes a filing. 


THE COMMON I MARKET 


There has been very little activitiy on the EEC front iin recent months. 

This was mainly due to two reasons: 

1. A change in the team appointed by the EEC to handle the case; 

2 : The reported wish of the EEC authorities to await the outcome of the 
case in from of German FCO, before they will take a position om it. 

We must assume that behind the scenes, the EEC and FCO authorities have 
been exchanging information on our case:. We must also assume that they both 
realize that each other's case will be much stronger if the outcome of 
their decision is the same. Thus, for example, a negative decision by the: 
FCO will be more difficult, to impose iif the EEC has approved the case. 
Conversely, the EEC authorities will ltook slightly ridiculous if they 
will forbid the merger, at the time when the German FCO has approved it. 

Thus,, the EEC authorities have been so far content in 1ettimg the Germans, 
steal the: limelight,, and arrive at a decision. We should therefore expect 
that the EEC front will! become more active in the months to come. 

We, from our side, have also:let the EEC front remain dormant, which 
allowed! us to concentrate our efforts on Germany. We will now give more 
attention' to the EEC, and concentrate on achieving the objective of getting 
the EEC to approve our case. 


Source: https://www.industrydocuments.ucsf.edu/docs/yglmOOOO 


2023275746 




4 *. 


No specific political action has yet been taken in the EEC. However, we 
r should consider every possible business/legal/political action that may 

* case the EEC to approve the merger. As mentioned above, any such approval 

11 by the EEC will make it very much easier to win our case in Germany. Thus, 

for example, the implementation of "Hobster" will cause our case to become 
a "merger", and as such more liikely to be approved by teh EEC. 

In this connection, it should b e noted that there has recently been some 
new EEC activity relating to introducing merger cont rol le gislation . While 
nothing: imminent will! happen;, we must recognize that the absence of merger 
j control legislation in the EEC is one loophole of which the Commission is; 

well; aware, and wilil attempt, to close as soon as it can. As such, we should: 

! keep in mind that,, should it be decided that a "merger" action is the route 

! ! 

we prefer to take, it should be done at an early opportunity. 

f 

! 

j GERMANY 

i 

I In essence, we are resigned to the FCQ deciding to prohibit the investment 

made by Philip Morris and RTH. Two issues therefore remain;: 

1. Re interim measures, i;t should be our objective to have the FCO: (which 
has the authority to impose interim measures) negotiate with us an 
acceptable commitment of interim measures, without them being Imposed 
by the FCQ; : 

li 

2. Prepare for a subsequent appeal of the FCO merger prohibition decision, 

! both to the Berlin Court, and to the Ministry of Economic Affairs. 

|i Our political activity in Germany has mainlly been directed towards; obtain¬ 

ing support from the Governments of Bavaria, Berlin and Bremen, as, well; as 
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support of people like Dr. Schlecht, Senator Pieroth, N!r. Layton and the 
German Union Movement. We expect that such support wflll aid when our case 
comes for review before the Ministry of Economic Affairs., The Ministry's 
decision will be based on economic and political grounds, rather than on 
pure legal arguments, and we need all the political amd economic support 
we can get:. 
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CURRENT LEGAL SITUATION - CANADA 


The Foreign Investment Review Agency ("FIRA") first asked PM I, then 
PM and Rembrandt jointly, and now PM alone, to file a Notice in res¬ 
pect of its investment iinj RTH. We are contesting FIRA's contention 
that the transaction is reviiewable, and so far no filing has been 
made. 

Legal Framework 

The Foreign Investment Review Act (the "Act") provides that whenever 
a non-Canadian person or group of persons acquires "control" directly 
or indirectly of a Canadian business enterprise, it must notify FIRA 
providing information about the acquiror and the acquired Canadian bu¬ 
siness enterprise, and FIRA will) review the notice to determine; whether 
the transaction will be of benefit to Canada. FIRA then makes a. confi¬ 
dential recommendation to the Minister of Industry and then to the 
Cabinet, and it is the Cabinet's approval that is required. If the 
Cabinet does not approve the transaction.,; FIRA would apply to the Fede¬ 
ral Courts to have the transaction rendered "nugatory". 

FIRA contends that PM, by acquiring 5011 of RTH, has acquired "control" 
of the Rothmans Canadian group. The Act provides that where between 20 
and 50 per cent of the shareholder voting power is acquired, there is a. 
presumption of control unless the contrary can be established. We have 
argued that since Rembrandt also owns 50* of RTH, since Rembrandt has 
retained its RI management role under paragraph 18 of the April Agreement 
and since PM does not get competitive information concerning RI pursuant 
to paragraph 19 of the Agreement, PM does not control the Rothmans Cana¬ 
dian companies for purposes of the Act. We may have to go to court with 
FIRA over this issue. 
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The alternative or next step woulld be for PM to file a notice in as 
complete a manner as possible. This will in any case be incomplete 
because the FIRA form calls for information that PM does not possess,, 
andiwhich contractually it cannot get under paragraph 19' of the April 
Agreement. We have no way to force Rembrandt or Rothmans Onadb to pro^ 
vide us with the necessary materia.II to complete the form. 

Even if FIRA accepted for review a: notice form incTudingi only informa¬ 
tion on Rothmans Canada that is publ icily available, we would still not 
be able to show benefit to Canada. "Benefits to Canada" meani the: acqui¬ 
ror 1 making covenants to take certain: actions (e.g. establish) R & D in 
Canada) which will make the acquisition of interest to Canada. PM could 
give covenants, but it would be unable to deliver them, since it does 
not control the Rothmans Canadian companies-. Without a showing of bene¬ 
fit to Canada, the Cabinet would have to> refuse approval of our trans¬ 
action'. Further, our transaction! would be put in the political arena 
where we could be open to attack., 

A third alternative - but the least advantageous - would! be for PM to 
get Rembrandt’s cooperation so that the information in its filing would 
be complete (confidential! data could!be provided to FIRA without disclo¬ 
sure to PM) and so that PM, or PM and Rembrandt, could giive meaningful 
covenants to FIRA and perform them;. Thiis course would, however,, give 
FIRA everything it wants. 

Iif we come to the point of making a deal with FIRA, agreeing to sell off 
Star Oil and Gas,, the '"Nordiques 11 hockey team and the “Argonauts'" foot¬ 
ball team might get approval. However, PM might also wish to hold these 
chips for a Lobster. 
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CURRENT LEGAL SITUATION!- EEC 


General 


R.J. Reynolds filed a. complaint with the European Commission in May, 
and the Commission is considering whether to open a> proceeding with 
respect to PM investment iin> the Rothmans Group. Reemstma has, we have 
heard, also filed a complaint in the last month, and' BAT is preparing! 
to file one;., 


PM filed a memorandum on the case and comments o:n> the RJR complaint 
with the; Commission on December 24th, 1981., Counsel for Rembrandt 
(Slaughter & May)' aiim to file their submission around February 5th. 



We are planning to have ai meeting of our counsel (M. Waelbroeck) with, 
the Commission staff, and to give the Commission ai joint PM/Rembrandt/ 

RI presentation on the tobacco industry in the EEC, and an economic 
study of the EEC tobacco industry being prepared by Professor A. Guto.wsk.ii 
from Hamburg., 

Legal Issues 


Our case concerns Articles 85 andi 86 of the Treaty of Rome;. 

Article 85 prohibits agreements o r concerted practices that have, the 1 
object or effect o f restricting competition among the: member states 
of the EEC., Any agreements falling within this prohibition are void., 
Exemptions are available where compensating benefits can be shown, 
but this is not considered applicable to our case. 
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PM's briefs to the Commission, makes two arguments as to why Article 85 
dbes not apply to the transaction : 


- P M"s ability to in fluence the competitive behaviour of RI is llimiitated 
because of Rembrandt's continuing; management role and because PM wil'l 
naturally give preference to its own subsidiaries where it retains 
100% of the profit rather than to Rli where it; retains only 22%. 

- The transaction is essentially a share acquisition which is not prohi¬ 
bited by Article 85. The agreements between PM and Rembrandt are rela¬ 
ted! to their proprietary interests as shareholders and not to restric¬ 
ting competition (in fact paragraphs 18 and T9 of the PM/Rembrandt 
contract go the other way)i, and an analysis of the jurisprudence can 
show that in the EEC, RI, and not Rembrandt, is the competitor of PM 
and!consequently the agreements are not between competitors. 

An anomaly of EEC competition law is that there is no direct pr ovision for 
the r egulatio n of mer gers. It is generally recognized that n either 
Article 85 nor Article 86 address the matter directly. Thus, if PM had 
acquired more than 50% of RTlH so that it would clearly control RI, them 
the transaction would escape Article 85 (a controlled subsidiary cannot 
logically be deemed to compete withi its parent and thus an agreement bet¬ 
ween the parent and the subsidiary cannot be anticompetitive). 

Article 86 prohibits the abuse of a dominant position in the market, but 
this is not considere d to be a real problem;. PM_I d oes not have a dominant 
position in the EEC or any EEC c ountry. Only in the Benelux countries 
couldl such be asserted with respect to RL (where market share is about 
5035)i. To make a claim under Article 86, one would have to assert that 
RI abused its dominant position iin the two countries by allowingi its 
controlling shareholder (Rembrandt) to sell half of its interest in RI 
to a competitor (PM). Such an argument would be difficult to carry. 

(This analysis applies regardless of what percentage of the RI equity PM! 
would have acqpired). 
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Things take time in the Commission. We have been told that it is 
highly unlikely that we would receive a St atement of Objection s 
from the Commission before the fall of 1982 or early 1983. After 
formal hearings and briefs, it would be late 1983 or 1984 before the 
Commission would render a decision. If the decision is negative, it 
could be appealed to the courts. 

Possibilities for Compromise 



There are three ways in which the Commission could be persuaded to 
drop the case : 

II) if PM acquired voting control or RTH/RI, even by one share. 

2) if the ongoing provisions of the agreements between the parties 
were abrogated, including paragraphs 118: and 19 of the purchase 
agreement and the Partnership document. This would make the deal 
a pure share acquisition, clearly outside of Articlle 85. 

3) if PM and Rembrandt agreed! on commitments with the Commission 
whereby PM would be effectively barred from influencing the 

RI group. Nb assurance can be given that this approach would be 
successful. 
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CURRENT LEGAL SITUATION! - GERMANY 



PM filed a voluntary notification of its investment iin RTH with the; 
Bundeskartellamt (Federal Cartel Office or FC0) in the Federal Repur 
blic of Germany in July 1981. On 30th November 1981 the FCO issued 
an opinion to the effect that the merger should be prohibited and in¬ 
dicating it might, impose interim measures to keep PM Germany and, Martin 
Brinkmann viable and separate pending the proceedings. We expect the 
FCO to issue a prohibition decision in February and we are negotiating 
to have Martin Brinkmann AG ("MB"): give certain commitments to avoid 
interim measures by the FCO. 

Legal I Framewo rk 



The German Law against Restraints of Competition ('the "Act") provides 
that the FCO must prohibit any merger or combination! that creates or 
reinforces a market-dominatingi position , unless the parties can show 
that improvements of the competitive 1 situation will: also occur and 
that these outweigh the disadvantages of the market domination. For 
the purposes of merger control, a group of enterprises are deemed to 
be market-dominating if (among others) five or fewer enterprises have 
together two-thirds of the market,, unless they demonstrate there is an 
expectation that substantial competition between them will remain after 
the merger. 

PMl's purchase of 50% of RTHi falls within the definition of "tnerger" in 
the German Law. Where there is a merger of t wo enterprises ousi de of 
Germany, th e Law deems that the German subsi diaries are merged as well . 
Therefore, the FC0 views the Transaction as if there had been a merger 
of PM Germany and MB. 
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FCO Opinion 



On 30th November 1981 the FCO issued an opinion to the effect that the 
international transaction should be prohibited and that the FCO should 
take action to ensure that the effects on the German cigarette market 
would not occur. The FCO combined the: shares of PMG and MB (15% and 
17% respectively) into one, drawing; the conclusion that the: now. only, 
four i nstead of five companies have 98% of the German market. The FCO 
gave no weight to the nature of competition! in the cigarette industry 
(brand competition, advertising competition!, technological! innovation 
and competition for distribution channels);; they said the only meaning¬ 
ful competition' was price competition!, but they failed to recognize; the 
limitations: of effective price competition resulting from the excise 
tax structure on cigarettes. 

PM and Rembrandt filled a joint reply brief to this opinion am 
22nd January 1982. 

Interim Measures 


The FCO in its November 30th statement also indicated that it was 
considering interim measures for the period pending! the court ap peals 
following! its anticipated prohibition! decision. .The FCO wants to bq 
sure there wil 1 _he two viablle companies a round so that one could be 
d ivested, if so decided by the courts. They have indicated orally that 
they are looking first at MB as a candidate for divestiture because it 
is a more rounded company than PMG with its own trademarks and less dfe- 
pendance of being part of an international group. 

It was suggested to' the FCO that MB might make certain commitments to 
the FCO to maintain, its production facilities, marketing force, distri¬ 
bution network, R & D fiacil iitiies and major trademarks in lieu of the 
FCO imposing interim measures. Thiis idea was well received, except that 
the FCO asked! for RTH/'RI to guarantee MB‘s commitments. This has to be 
worked out. 
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Next Steps 



If the FC0 wants to prohibit the merger, it must render its decision 
by 24th September 1982 (one year after PM took 50K iini RTH). However, 
we anticipate that the matter of interim measures or commitments will 
be settled im February and that the FCO will issue a decision prohi¬ 
biting the merger in mid February. We cam 1 then pursue either or both 
of two courses : 


appeal to the Berlin Court of Appeals and eventually the 
German Federal Supreme Court, and I 


apply to the Federal Minister of Economics for approval of 
the Transaction on economic grounds notwithstanding the FCO 
decision. 


If we are unsuccessful in both of these directions, and the prohibi¬ 
tion decision becomes final after severall years, then the FCO will! 
decide on a remedy to unwind the Transaction, or otherwise reinstate 
the competitive situation existing prior thereto. We believe this 
would 1 ikelly be aim effort to cause the divestiture of one of the two 
Germam subsidiaries. If no agreement can be reached between the FCO 
and ourselves on the remedy, the matter could again be appealed to 
the courts. 
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POSSIBILITIES TOi SETTLING LEGAL PROBLEMS 


What are the possiibil irb.ies for settl ing our legal problems in the 
EEC, Germany and Canada ? 

EEC 

There are problems under both Article 85 and 86, but the Article 85 
problems are considered more important. Tlhese could be el iminated or 
settled in three ways. 

1) Abrogating) the on-going! agreements: between the parties, particu¬ 
larly : 

- The Partnership document 

- Paragraphs 17, 18, 19 and 21 of the April Purchase Agreement 

- Putting paragraphs 3 (as amended) and! 20 of the April Agreement 
in separate agreements. 

- The Partnership document, particularly Part II, contains clauses 
designedi to insure PM's participation in the general! management 
of the RI group. Tlhese provisions should not be gi veni up unless 
there is an acceptable written understanding with Rembrandt as 

to PM's role. It has been suggested by various counsel that doing 
away with The Partnership document would suffice, without mentio¬ 
ning the other agreements relating to management, namely, : para¬ 
graphs 17-19 of the Purchase Agreement. 

- Paragraph 117 has been entirely superseded by Article 14(B) of the 
RTM Articles of Association!. 
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- Paragraphs 18-19 are, admittedly, pro-competitive, but they are 
stilt agreements between the parties. If! one wants to make the 
transaction a pure share acquisition, they should allso be abro¬ 
gated. 


- Paragraph 21 is legally unnecessary since it wi111 in each case: 
be implemented by further agreements. 

- Paragraph 3' earn, I believe, be retained in that it relates only 
to the share acquisition andl the maintenance of each party’s po¬ 
sition. 


- Paragraph 20 concerns trademarks imi the: US, Latin America and 
Southern Africa,, and: these provisions could be put in a separate 
agreement in which; the European Commissionwould have no interest. 

2) Lobster. It is an anomaly of European competition law that our trans¬ 
action:, im which: we acquired 50% of the control! iing shareholder of 
RI, could be dfeemed to violate Article 85 of the Treaty of Rome;, 
whereas an acquisition of more than 50% wouldlescape Article 85. 

This is because it is considered that a controlled subsidiary cannot 
compete with its parent company and therefore agreements between the: 
two of them cannot be deemed antii-competitive. 


3) Negotiate covenants with the European commission which would insure 
that the PM and RI groups in the Common Market continued to operate 
separately and in competition with each other. This might involve 
such things as PMInot participating: in the election of directors, 
the selection of senior managers, the development of policy (all 
kinds) 1 , and the restriction: of information concerning RI group com¬ 
panies located or operating! in the EEC. Obviously, such covenants: 
would go against our desire to take an active interest iin: the: RI group 
and they could be harmful if we were implement Lobster. 
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GERMANY 


Possibilities of settlement of the German proceeding appear less evident. 

1) Enter into commitments designed to keep PM Germany and Martin 
Brimkmann as separate viable businesses iim competition! with one an¬ 
other. Perhaps such commitments could be negotiated on the basis of 
the commitments in lieu of interim measures now being discussed with' 
the FGO., However, to be meaningful and effective from the FCQ's point 
of view, such commitments would have to be monitored periodica Illy for 
a significant length of time by the FCD. The German Taw does not pro¬ 
vide for such an arrangement, and the FCD does not have any mechanismi 
for such continual monitoring. 

2) Sell a portion of one of the companies. Iln practice, this would meam 
selling the trademarks for one or more major brands of Martin 
Brinkmann to someone other than Reemtsma, BAT or RtlR. Tlhiiis would be 
difficult to arrange. 


CANADA 

In Canada, we have to go in one of two opposite directions., 

1) Demonstrate to FIRA that PM does, not "control" the Rothmans group. 

Wd are presently arguing this poiint with FIRA, andl we might end up. 
in court over this issue. We could perhaps settle the matter by ente¬ 
ring into an agreement with Rembrandt on terms acceptable to FIRA 
specifying that Rembrandt and not PM controlled the group. This might 
involve such things as PM not participating in or influencing the 
election of directors, the appointment of senior management or the 
establishment of major policy. Such an agreement would,, of course, run 
counter of PM's desire to play an active role in the management of the 
RI group. 
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2)' Give covenants designed to show benefit to Canada, either jointly 
with Rembrandt or by PM1 alone with: Rembrandt's consent to enable 
such covenants to be performed. This, off course, is just what FIRA 
would like since they would be able to extract meaningful commit¬ 
ments from both parties. Such commitments might involve : 

- sell ing all or a majority interest iin Star 0iII and Gas to Canadians 

- selling the hockey club "Les Mordiques"' to Canadians 

- selling the soccer team "Tlhe Argonauts" to Canadians 

- increasing the Canadian public shareholding in Rothmans of Pall 
Mai 1 (Canada) Ltd. 

The oil and gas and sports teams are outside PM"s normal business,, and 
perhaps we might be willing to sell them if the reward was right. 

We believe the local management of the Rothmans Canadian companies 
would! Hike to increase the percentage of public shareholders because 
this gives them more independance from RI in: London, Such a course 
would obviously have negative economic: results for PM and Rembrandt. 

If we implement Lobster, we would have to apply to FIRA again for 
approval, and we may wish toi save any attractive commitments for that 
time. 

CONCLUSION 


Most of the possibilities - abrogating or limiting PM"s rights to exercise 
influence over RI - all give PM a smaller degree of participation and!en¬ 
hance Rembrandt's control. 

Implementing Lobster would clearly eliminate the EEC problem and it would 
give PM the ability to make the necessary deals iin Canada and Germany. 
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runup MORRIS 

tiUhtlFt W<DDlE EAST A"M,CA 
Eft'LlANCO^nT ir<06 li*l»SAN’U 


INTER-OFFICE CORRESPONDENCE 


To: 

Mt. E. Hbuminer 

Date: 

January 27, 1982 

From: 

W.T. Martin 

* C.C : 


Subject: 

CARTIER 




The following comments summarize our analysis of the Cartier business, 
mainly from data supplied by the company but also drawing, on impressions 
gained from the attached translation of an article in the German "Manager 
Magazin". The general conclusion is that this is not the type of business 
in which PM should become involved. The reasons for this are given at the 
end of the memo and should provide Gw Weissman with sufficient arguments; 
in any discussions with Dr. A,. Rupert. 

Two factors have not been addressed below and can only be guessed at: 
why are the current owners willing to sell ? Why is Dr. Rupert attracted 
to the business ? In answer to the first question,, it may be that profits 
are: now at a zenith, further progress requiring further diversification, 
with greater risks that the profit performance cannot be continued. This 
may also be part answer to the second question, in that perhaps Dr. Rupert 
dbes not fully understand the current status of the business but the idea 
attracts him. 

It is also worth noting that Rembrandt has rights to the Cartier trademark, 
for cigarettes, until at least 2005. Therefore, an investment would not 
appear warranted to protect the trademark rights. 


Structure 


Following a re-organization in August 1979, Cartier Mondfe, Luxembourg, 
became the main holding company for the world-wide Cartier entities, 
previously held by different shareholder groups (see attached chart). 

Cartier Monde owns, directly or indirectly and with minor exceptions, the 
world-wide rights to the use of the Cartier name and trademarks. 

The Managing Director of Cartier Monde is Mr. Joseph Kanoui, previously a 
consultant of the company and ai friendl of Mr. Hocq, the former Managing 
Director now deceased, and very respected by Dr. A. Rupert. The Board of 
Directors comprises Kanoui, Nathalie Hocq (the daughter of the former 
Managing Director), N. Perrin (Marketing' Director) , and representatives 
of the other shareholders. 

The major shareholders are the Leista Foundation 67% (Hocq 60%, Rupert 40%), 
PARIBAS 19% (66% thought to be held on the bank's own account):, 3% held by 
a Manager minority (Kanoui., Perrin ?) ; various minor shareholdings making 
up the balance. Dr. Rupert's interests are believed to have started in 1972, 
and he reportedly paid $ 8.0 mio. for them. 
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The corporate structure or organization is complicated to the extent that 
it has been constructed in a manner to minimize taxes. There iis reinvoicing 
through a Swiss company for much 1 of the international business, ai Curacao 
company figures high up in' the chart,, and a> duty-free depot exists in 
Switzerland. Cartier's effective tax rate was only 13.7% for I960:. 


Activities 


The company is organized into two divisions. Distribution (71% of 1980 
sales of $ 224 million, plus another 6% internal sales at transfer price 
to Jewellery division)' and Jewellery. 

The Distribution division manufactures; and wholesales "Les Must de Cartier" 
luxury products, and controls its own subsidiaries in the most important 
markets world-wide (third-party agents; are used in territories where turnover 
is not material) . The breakdown of sales value (actual: 1980 versus budget 
1982)' is; shown below, indicating that Cartier is essentially a watch 
company: 



1980 A 

1982 B 

Watches 

55% 

58% 

Lighters 

10% 

8% ! 

Pens 

5% 

4% 

Leather Goods 

12% 

11% 

Jewellery 

8% 

7% 

Perfume 

- 

6% 

Other 

10% 

6% 


100% 

100% 


These products are designed and developed by the group and manufactured 
either by the group (mainly lighters; by USiflamme in Switzerland) or 
manufactured by sub-contractors in' various countries (Switzerland!, Italy, 
Spain, France, Brazil and USA). 

Distribution division activities range from! production through international 
and national wholesaling to retailing. The: division also' has a large network 
of franchisees (67) operating, retail boutiques under the; "Les Must de; Cartier" 
name and selling! the whole product range., Other retailers are licensed to 
sell part of the product range (with the: exception of jewellery) and number 
around 5000. 

The Jewellery division consists, mainly of the retailing of luxury products 
through a' limited number of outlets: in Europe and the United States, ie. 
London, Paris and Mew York. The:product range includes both high-range 
products created in the division's own workshops, and; also medium-range 
jewellery some of which is made by subcontractors. Also: included 1 are the 
"Les Must de Cartier" products suppliedi by the Distribution division (which 
account for approximately 30% of the sales value; of Jewellery division 
to external customers). 

There are 1200 people employed world-wide (two-thirds Distribution,, one- 
third 1 Jewellery). At least the top management is. considered of high-quality, 
and I is very well compensated!. 
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Financial Performance 


The Profit and Loss development in recent years, translated! at actual 
exchange rates, is;as follows: 


$ M 

197:8 

19 79' 

1980 

1981 1982 

Sales $ 

; 141 

$ 182 

$; 224 

$; 2 33 ?: 2 76 

Distribution Divm. 

NA, 

NA 

$ 173! 

? 170! $: 213 

Pre-Tax Profit $ 

19 

$ 27 

$ 30 

$ 25 $ 37 

After-Tax Profit $ 

15 

$i 20 

$ 26 

- 

Effective Tax Rate; 

24.3% 

24.9% 

13.7% 

- 

(NB. the 1978 and 1979 figures are 

unaudited pro-forma 

data to give 

comparative information 

following the; 

restructuring of the group). 

The effective tax-rate reflects the 

corporate structure conceived for this 

purpose; PM would pay a rate 

nearer 

46%. Further, Cartier has obtained tax 

holidays from the Canton of 

Fribourg, which 

reportedly 

expired! in 1981... 

The balance sheet summary is 

as follows (1978 on pro-forma basis to reflect 

restructuring of the group);: 


1978 

19'79 

1980 



$ M 

$ M 

$' m; 

Inventories 


43 

57 

76 

Receivables 


54 

47 

60 

Gold 

1 

- 

16 

Cash 


- 

14 

7 



97 

118 

159 

Current Liabilities 


(65) 

(66): 

(94): 

Fixed Assets 


114! 

18 

23 



46 

70 

88 

Shareholders Funds 


39' 

58! 

76 

Longi Terrrn Debt 


, 6: 

8 

8: 

Deferred Tax 


1 

4 

4 



46 

70 

80 


Based on the reported asking price of 10 times; "average" earnings of $ 24 
million, 1980 shareholders;' equity and a 50% participation (also ignoring 
any possible write-up of fixed assets; and inventories) , PM might incur ai 
goodwill element of $ 82 million, written-off annually at $ 2 million gross 
and net of tax over 40 years. 
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The breakdown of sales by product of the Distribution' division was; shown 
above. The geographic/affiliate breakdown of these sales is as follows: 



1980 A 

1982 B 

France 

21.2%; 

17.1% 

Italy 

9.6% 

7.8% 

Switzerland 

6.5% 

5.5% 

Germany 

5.6% 

5.1% 

Other Europe 

7.9% 

10.5% 

Europe 

50.8% 

46.0% 

U..S.A. 

12.4% 

12.3% 

Hong Kong 

14.9% 

17.2% 

Other 

1.7% 

5.0% 

International Distribution, 

20.2% 

19.5% 


100 % 100 % 


"Internat ional: Distributionf' are sales invoiced primarily in Swiss Francs 
to countries where no Cartier affiliates exist, as. well as duty-free 
business:. A breakdown of these by geographic area is available for 1082 B: 


1982 B 


Japan' 

4!. 1% 

F. East 

5.8% 

Europe 

2.6% 

Americas 

6.5% 

Other 

0.5% 


19-5% 


In terms of relative weight of currencies contributing to consolidated 
turnover, the order is the French Franc, the OS dollar andi the Swiss Franc. 


Future Prospects 

Cartier's past success has been impressive but has been based primarily on 
extendingi the "basic:" products (ie^ watches, lighters and leather goods) 
into wider geographical distribution. The market for such exclusive andi 
prestigious items must, by its very nature,, be limited, or the image of 
the product will suffer. Therefore, the company has increased its product 
range to cover around 500 different articles:, with the risk of endangering 
the;: quality imago of the trademark. 

Pens have: not really been successful! to date.. The Jewellery division markets 
a large number of different items, but its: net profit as a percentage of 
sales is only half that of the Distribution division. The recent launch of a 
perfume range was made: at very high cost, and the success: of this cannot be 
gauged ait present. The group also launched, a crystal aind silver collection 
"Arts, de la Table" in 1981 and a line of spectacles (a la, Christian Dior) 
is planned for 1982. 


-A- 
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Such activity suggests; tihat Cartier is striving hard to maintain: past 
performance by extending its range of products, which, has potential 
problems: firstly, there is the risk of expensive failure inherent in any 
new product launch; secondly the danger that an ©verconcentration on- product.,. 
rather than image, will be to the overall detriment of the company's long¬ 
term interests. 

There are also signs that the strict pricing policy which Cartier attempts 
to impose is coming' under attack:. The famous British' store, Harrods for 
example, was offering' a 25% discount on. "Les MUst de Cartier" in the Summer 
of 1981, and there is evidence of this having, happened elsewhere such as in 
West Germany and Hong Kong. This: suggests that Cartier is encountering 
increasing difficulty in it's co-operation from the trade on an international 
basis. The: result may be that the target group no longer corresponds to the 
actual circle of customers, which will not help the overall image of the 
trademark (see attached: article). 


Conclusions 


PM's reluctance to: participate in an acquisition of: Cartier can be based on 
a number of arguments which Dr. Rupert should recognize and understand: 

Fiscal constra i nts on US 1 corporations are possibly incompatible with the 
philosophy of Cartier and would also mean lower profits - 

PM would' face: a far higher tax charge (46%) than the effective rate 
paid 1 by Cartier (14% to 25% in recent years) . Our valuation of what 
is a "net profit" is different to Cartier's or Rupert's. 

The need for full disclosure to the IRS by PM (including 959 forms 
for all Cartier subsidiaries) could have repercussions on the 
corporate structiiare, perhaps requiring restructuring, which may be 
against the interests of a partner. 

PM is: unable to effect any tax charge against goodwill created by the 
transaction, reducing the effective return of the investment, and' 
possibly affecting, profits by $ 2.0 mio. per annum. 

PM cannot bring expertise or management strength to the business and would 
be unwilling to be a passive investor - 

. The current management of Cartier is considered 1 good and, even were PM 
able to offer people resources, this would appear to be superfluous. 

PM"s management philosophy is not consistent with that required to run 
retail businesses selling fash ion-based multiple product lines;. 

PM" s: management resources are fully employed 1 in its; fast growing 
cigarette businesses, particularly since, the association with RI. 

Further, there is the possibility that prof its are at a ze nith and further 
rapid development is questionable:;: an investment in Cartier iis; not necessary 
to secure the cigarette trademark rights;. 


./ . . 
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This argument could be supported by the overall world economic, situation 
and the lesser disposable income available for luxury goods. ATso, Cartier's 
rush to extend its product line and geographical distribution have apparently 
lessened the marketing attraction of the trademark and its exclusivity. 


W.T. Martin 


WTM/hh 
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fk'>»St AT mi : Article iin _t:he "Manager riaaazin" of Dec emb er 


"WE PLAYED MONOPOLY" 


At one stage in the past: it was only possible for the Paris jewel 1ry 
house Cartier to save iits-elf from absolute ruin by shedding its 
former "suppliers-to-the-court" v/ay of thiinking. However, now the 
powerful forced selliing of a> colourful palette of prestige products is 
again endangering 1 the quality of the Cartiier name. An atmosphere of 
glamour and chiichi is threatening to undermine the desired whiff of 
exclusivity. Marketing concepts aimed to correct this have to date 
not materialisedL 


A■monarch’ such as Louis YTY and a mistress such as Madame de Pompadour 
would! have been del i ghtedi. Tlhe Orangerie of the magniif icent castle in 
Versa ill hes sihov/ed itself for one night in the pomp of former days. 

For the entertainment of his 55D hand-picked guests - from singer 
Dali da to racing driver Jacky Ickx - the host presented a colourful 
combination of acoustic:, viisual and culiinary delights. Bairock tones 
mingled together with psychedelic sound pictures. Fireworks, liazer 
beams and clouds of driied ice: accompanied the performance of a 
lb-piece ballet group. France's demonstration cooks Paul Gocuse: and 
Gaston LeNbtre took care of. the physical well-being oF the guests in 
the 1,350 sqpare metre large hot-house marquee. 

Invitations to the "experience of the year' 1 were issued by the house of 
Cartier, or better said by the top-management-paiir Nathalie Hocq and 
Ahaim Dominique Perrin. The reason for their 1 million dblTar Gala: 
the premiere of one of the 1 flieetingn innovations of their "mini multi - 
house", the Cartiier World S.A. This Pairiis. manufacturer of luxury goodk 
presented its, first perfumes, brought onto the market as part of the widely 
spanned seriies of products namedl "Les must de Cartier". 
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The essences, of ambergis ,, bercarnotte, jasmin , tibet-musk, narcissus, 
forest oak moss, and other ingredients; which have been blended to: suite 
the taste of both men aind women are aimed to conquer new ground for the 
jewel Try concern founded in 1347 by Loius Francois Cartier. 

The exclusively designed perfume containers represent the final link 
for the time being in a chain of products whiichi initially commenced with 
diadems and minor odiums for priincely houses and royal courts. Today 
this stagnating business Time brings in barely 22 % of the annual revenue 
of 256 million rib Hairs:. 

Almost half (48%)' of this revenue is gained through the sale of watches 
and clocks. Cigarette lighters and! writing tools bring 11%, leather 
goods around 10%. The remaining 9% are achieved through the sales of 
various articles, sold to the customer seeking a prestige item;. 

“We create the antiques of tomorrow' 1 , explains, 31-year old Nathalie 
Rocq, Cartier boss, who has got to grips with the expansion of the variety 
of available articles, having taken i over from; her father Robert Hbcq. 

This move has proved absolutey essential. If Kocq had not decided to 
look elsewhere for business, sources the name of Cartier would perhaps: 
now, merely be a catalogue poster sold at an, auction in Sotheby's or 
Christie's. Thiis house woven within the web: of "exclusivity'' which was 
founded in the: first half of this century faced ruin at the beginning of 
the 1970's. 

The successors to Louis Cartier,, supplier to the royal court, who died 
in 1942, had rested too liong on the laurels of the fane they had inherited! 
as being "jewelHer to the King, as King of the jev/eflers". Blinded by 
thiis. quote from Edward WT - who was King of England and: Emperor of India 
from 1901 to 1910 - they overlboked the fact that their customers v.'ere 
gradually becoming rare., 

The ever-diminishing number of orders, spread over the customer iindex 
consisting barely of a few thousand names, were shared between the three 
rival dirtier Mouses in Paris, London and New York following: the Second 
Wo r 1 Id I War. The unprofessional management did! not understand how 1 money 
could! be earned from,the watches and other useful articles which had 
been created! by Louis Cartier. 
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Not until Hocq,, former vegetable dealer and! manufacturer of cigarette 
lighters, arrived did a fresh breeze: blow, through the cold and! dusty 
splendour. The business main was looking for a luxury version of his 
Silver-match cigarette lighter, and in 1969 entered business with Cartier. 
Initially he only took over the license, then after three years he took 
over the whole premises in 113:, rue db la Paiix for 14! million dollars. 
Financial backing was provided by stone financiers: such: as the banks 
Paribas and Rothschilds. 

The: long-establ ished jewel lers in the place Vendoine were shocked! by the 
change iin hands of ownerhsip. Their Speaker attempted to remind the 
"foreigner" 1 in the trade of his duty, "Yoiui have married an honourable 
old lady. Show yourself to her with dignity". Hocq remained unimpressed 
and! replied, "I have more the impression that I have just married a 
corpse". 

Despite all warmings the self-made man began: to make a clean-sweep. His 
guiding motto was "We shall in the future not be producing 1 for the masses, 
but at leastfor the bourgeoisie". 

The 140 goldsmiths,, who had for years been; waiting iin the backroom in 
vain for worthwhile orders, were cleared up, and instead Hocq looked for 
young people who could give the old lady Cartier a face-lift:. He also took 
on the firmer Ferraris-driver Daniel! Gueorguievsky (3:6) as Marketing 
Consultant, and even persuaded; him to take on a permanent position. 

Tlhe self-confident jewel!!ry salesman Alain Perrin (39) enjoyed iin 
particular the special confidence of the old Hocq, and the boss trained 
him step-by-step as h1 is successor. Also his daughter Nathalie, who at the 
age of 118 was still interested! in opening 1 an art gallery, was brought into 
the concern. Her major task-was. to become acquainted! wi th the jewellry 
business, them later she took over the responsibility for Design and Public 
Relations of the Cartier family, consisting of almost 1,000 persons. 

The young team enjoyed a lot of leeway under the guidance of Hocq,, 

"In those days we planed monopoly", recall Perrin and Gueorguievsky 
today when looking back on their apprentice years. In order to obtain, a 
feeling and understanding for economic: requirements,: they had to issue 
ficticious cheques iinternally, for any work completed by another department. 
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lin order to promote the team spirit midday jogging took place in the 
Tui 1 eriem Gardens . 

These "childisb pranks" (Nathalie Hocq) were put to an end at the latest 
on December 7th, 1979. Her 62-yeair old father was knocked down and killed 
by a car as he left the office. Now Perrin and Nathalie (;"we are just like 
brother and sister*') had to prove that they were worthy to take over the 
Testament that they had inherited. 

On first sight at least the inheritance: looked, relatively attractive: 
the head of the business had re-united the three Cartier concerns, in 
Paris, London and Mew York, and had! sorted out the question of ownership 
in a very thorough manner. Hocq guaranteed his, family a marginal majority 
of the: business capital. Most of the rest of the capital v.*as allotted to 
a> powerful business man, who was most concerned: that his anoniimity should 
be maintained. 

The managers of the concern are not keen to talk about the name of this 
shareholder. Perrin and Hocq state unanimously, "Cur shareholders do not 
wish to be named". Even the 1 suspicions held! by the competition are rather 
vague. Anthony A. Greener, Managing Director of the London noble-company 
Dun Hi 11 states that "a South African shareholder*' probably stands behind 
the Cartier concern. 

However, in London's Duke Street one must surely b:e better informed on 
this point. The reason being that Dunhi 11 aind Cartier have the same 
shareholder - carefully disguised - : Anton E. Rupert (65), tobacco 
manufacturer fromi South Africa' (Rothmans, Brinkman) who holds 50,6% 
of the Dunhi 111 capital and! a, large proportion of the Cartier shares.. 

In order to conceal these details about ownership, Cartier mandates 
are handled by French banks. 

The two Presidents Directeurs Generaux (POG) much prefer to talk about 
the organisation and direction of the traditional! French company,. 

Daughter Hocq ("Just call me Nathalie") and Perriin: have shared out their 
work load according to: talient and inclination. Perrin, Hocq's foster-son, 
took care initially of the Profit Centre of Les must; Nathalie took on 
the more tradi tional jewel 1 ry section, of whiich Perrin states , "Not the 
best in terms of profit, but we are still number one". 

As of this Autumn the dynamic Perrin has taken over the responsibility 
for the operational siidh of both businesses. The attractive Hocq-daughter 
(Paris Match: "The most beautiful boss in the: world") , invests good! taste 
and charm into the product development and publicity. 
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Ulocqe-crony'Joseph Kanoui, official-Chairman-, of the Board, is responsible 
for guiding financial and legal queries from Geneva. "However, the 
hierarchy between the three of us is not taken as strictly as in some 
other concerns", state Perrin and Nathalie:. Along the: way Kanoui 
(Nathalie,, "My- spiritual father") 1 has taught Nathalie the difference 
between assets and Inabilities - with success. 

The profit and loss balance of the concern which operates in the tough 
1uxury goods market is in good order, revenue figures which increase on 
average by, 30 to 40% and returns of 10+ % add to this most impressively. 

At the same time, however, there are also a couple of blind! spots. More 
than almost any other concern, Cartier demonstrates the limits and the 
dangers of market ling prestige products. 

In its product policy Cartier commenced a flight on various fronts, 
which threatens at the same time the Toad-capacity of the name. 

The Paris management is having increasing difficulty in their inter¬ 
national working cooperation within the trade. 

Target groups and the actual circle of customers are very wide apart 
at present, which is detrimental to the; overall image. 

The origin of the Cartier ideas 

The fact that Cartier enjoyed such speedy success, in the '70s was indeed 
helped considerably by the iidbas of Louis Cartier. In his sketch book,, 
which has long since been forgotten, there: were a number of timeless and 
beautiful creations and suggestions for useful articles for the upper-life 
style. As Gueorguievsky states, "The source of our ideas". 

Ho:cq and his young team were enthusiastic, "These are articles which' any 
man who' thinks highly of himself just has to have". A suitable French- 
English slogan was also soon found: "lies must de Cartier". The: variety 
of productswhich covers at least 500 article, ranges iin the meantime 
from Eau de Toilette for 180 DM to a ring! for 1 ,000 DM and further to a 
watch studded with diamonds for 30,000 DML 

The management of Cartier was particularly hopeful regarding the Chronometer 
Model's Santos and Tiank, whichi were called the "Genie of Louis, Cartier", 
created in 1904 and 1917 for his pilot 1 friend Santos Dumont and in honour 
of the American tank troops. In taking on this industrial project, 

Koeq &Co. did not of course choose the rather risky path of producing the 
items themselves, but rather placed the Swiss watch manufacturer Ebel, 
who was having financial difficulties,: under contract. 
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With models in steel, platinum, and! gold for prices from between 
2,900 and! 5,000 DM this article managed to : ruin the business of any 
sleepy, watchmaker ini and around Geneva. 

In the meantime- the watch range hais been built up to around 40 different 
models, with an annual output of 250,000 items. "That's the second most 
dynamic brand' 1 , this is the compliment paid to the sale of Cartier watches 
by Helllimut Wempe, maker of fine watches and jeweller in Hamburg. 

The owner of the well-known jewel Try chain does however think more of 
the hontres Rolex: S.A. in Geneva. Their best seller, the Rotex Oyster, 
has established itself on the market almost unchanged over the years, 
and enables the Swiss' to: maintain the most successful monopoly on the 
watchimarket to dbte. 

Such one-sided concentration on one particular product does not however 
compare with the "series" way-of-thinking, the expansion and I the diversif¬ 
ication planning of the House of Cartier. 

A closely linked point to progress to: the development of the cigarette 
lighter business. Here the specialist Hoc:q used! the two entwined C's 
even; before his cooperation with the House of Cartier. However, with 
their 270,000 cigarette lighters with the typical oval-form, Cartier did 
not manage any better than third place. Ini the declining area of luxury 
products, the concern S.T!. Dupont Orfevres a Paris - an acquisition of 
the Gillette Company - traditionally has the advantage 1 with an annual 
turnover of 335,,000: cigarette lighters. Also the Dunhilil concern, with 
its traditional tobacco- and pipe products, which is well-informed on 
the tastes and wishes of the smoker, ranks well! ahead of Cartier. However, 
the Cartier management began to realise quite soon that taking steps 
into new markets costs initially a premium. 

The attempt to remain at the top of the pile with ball! point and 
fountain pens was a flop., Tiheir local rival Dupont had! in 1973 - three 
years before 1 the introduction of the Cairtier-Must - already created 
a name and a market here., The British competitor Dunhi11 also ensured 
its own market with its own brands, and above all with the braind Montblane ,, 
which was taken over by Dunhi11 (slogan: "Masters in the Art of Writing")., 
On top of all this, the Cartier management stumbled over the philosophy 
of maintaining high quality products in their attempts to catch up. 

The first fountain pens on: the market did not write well, and had toi 
be removed fronn sale. 
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The advocates of! Tes Must found it even more difficult to link the rest 
of their products, which followed in rapid succession!, to the progress 
beingimade by their watch programme., Bordeau leather goods (Nathalie, 

"They all thought we were mad"), compete on the high-price scale with 
luggage and i wallets from well-known manufacturers such as; Vu lit ton,. 

Bernes and Gucci ,, on the lower-price scale with. Etienne A'igner, Mkdller 
aind Goldpfeil. Almost inevitably- the sales figures remained far below 
the actual figures aniticipated. 

The other accessories Cartier produce for men and women merely run 
alongside, so-to-spea:k,, anyway. Silk scarves, cuff links, note clips and 
similar personal articles can be seen at the most as borderline items 
ini the les-Must range, in comparison with watches and rins, for example,, 
which provide better covering costs. 

Perrin and Nathalie dared to venture into completely unknown territory 
t hi is Summer with their crystal and silver collection "Arts de la Table", 
however, a salt shaker for 350DN, an ice spoon for 500 DM or a caviar 
dish for 2,100 DM must first of all earn their place on the table. 
Considering; the unpredictable future of a large number of the les; Must 
products, the concern, which manufactures such a wide variety of items, 
hopes to land a big coup for the ‘80s with their Eau de Toilette and; 
Perfume. 

Not being able to cast a quick look into the sketch book which was so often 
consulted in the past, the creation of the perfume lasted five years 
and cost 6 million dollars. Most important for sale here should be: the 
refill bottles can only be placed into; the original! flaeons which are 
produced in gold, silver, steel and patent leather. In the "atomised"* 
market of expensive perfumes - where a 10 million dollar revenue represents 
success - the ambitious top pair wish to set their standards. Nathalie 
lias im mind a 30-wi 1 lion-dolllar-revoriue as a near target. 

However, certain legal difficulties, at least: in this country (li. Germany) 
stand in the way of this sales enthusiasm;. The perfume house 4711 in 
Cologne is claiming its legal rights for the Ecarte brand. The patent 
office in Munich' states that the names; Cartier and Ecarte could be 
confused with one another. 

Such skirmishes, however, probably do not bother the inheritors to Cartier 
in. Paris oni their expansion course as much:as the somewhat overburdened 
capacity of their name. As the Marketing Adviser Bodo Rieger of Frankfurt 
states, "They milk, their own brand to its absolute limit". As he further 
prophesies, "in 5 years the name will be obsolete". 
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Perrin and Nathalie do net see the situation as being quite so dramatic. 
Nevertheless, they do seem to recognise the danger they face. For the 
coming year they, have decided only to bring: out spectacles as a new product 
in their palette, siimillarly to the company DunhiilII. “Otherwise w,e: do not 
intend to introduce any new■ articles H , states the Top-Manageress. 

The management-pair is however considering how they can protect their 
product agaiinst even more erosion. 

Cartier believes that they can rely on the quality of their articles, 
the production of which iis, strictly controllled in the majority of cases - 
only the cigarette lighters are produced in an external factory. Perrin 
is not very enthusiastic: about the distribution of licenses, which is 
usual in this field, as for example in the case of Dior and Cairdini, 

“A licensee would squeeze our products; like a lemon and then throw theni 
away 11 . 

An exception to the ru1 le: here is the Cartier cigarette produced by the 
Rupert tobacco concern Rothmans. However, this les-Must-de-Cartier product 
is rnore^a result of a romance between Nathalie, Hocq-daughter, andl 
Rupert-son Johann, rather than due to revenue-thinkino:; on the German 
market, for example, the Cartier cigarette does not sell more than one 
million per month. Regular customers incllude: so-cal lied “Bi-girls". 

In order to maintain name and! niimbus at a hiigh standard, an additional 
new luxury line was created last Summer, whiichi lies between the traditional! 
jewellry and the les Must articles. A spectacle took: place which almost 
rivalled with the Versailles-show, in the middle of the Pari sien jewellry 
centre place Vendome - a spectacle put on for the "Collection S'" - "S" 
as in sapphire, success, soiiree or in Sylvie, as in Sylvie du Laurent, 
who is Nathalie's favourite assistant. However, these most expensive and! 
costly evening aceessoires im Art-Deco design, 90% of which are made by 
hand, bring; only 5% of the annual revenue. “More than 14 to 15% is not 
aimed for with these products", states Perrin. 

Just as energetic as the concern is in protecting the name of Cartier against 
any loss iin, prestige through any fault of its own, it is also concerned 
to protect the brand: against imitation. 

Perrin, “That alone takes up a third of my time". 

Almost four dozen detectives and! a' whole team of lawyers and attornies 
are active worldwide in tracing any low standard copies, and imitations, 
which might be put together in the back-yards of Naples,, Hongkong or 
Mexico City. 
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l!ni the middle of October of this year (1981) for example steamrollers 
destroyed 4,000 Cartier fakes in Los Atmelies, which had been produced 
in, Italjy and were aimed for the American market. Following a ten-year 
battle the Paris management also managed to stop a Mexican organisation, 
name's- “Cartier" which had exploited the latent trade mark rights and were 
running 14 Cartier shops. 

One of the favourite models of the plagiarists; around the world is the 
“Tank" watch. Both original and imiiatiom are traded as "Cartier watches" - 
of course at different prices. Tlhe most: important distinction-: in the 
cas-e. of the fake: watches the name "Cartier 11 is not imprinted on the number 
7 of the watchrface. As the temperamental Cartier President states,: 

"The only ones who have not copied us are Rollex" 1 . 

However, Perrin does see the positive side tod, "If no one copies me, 
then I get nervous, as that means that our products are no longer any 
good"'. 

S ales methods are becoming i ncreasinely difficult 
The manufacturer can barely 1ive from the 80 mi 1 Hi on dollar revenue 
achieved through the 16 Cartier Houses situated in places of international 
prestige from Monte Carlo to Munich and from the;71 boutiques - partly 
franchise, partly self-owned. The Targe slice of the: business must be 
obtained worldwide from at least 5,000 licensees. 

Weighing; up the success geographically, this “glamour" business flourishes 
best in the Roman Catholiic countries such as France, Italy and Spain.' 

Sales are good also in Latin-American states such as Argentina and Brasil, 
but Perrin is not keen to undertake longr-termi investment here due to the 
unbalanced political situation. He is also put off by the revolutions 
and! civil wars in Iran aind Irak, and does not intend for the moment to 
risk going into business with the wealthy and aesthetic Arabian oil states. 
Perrin, "They are shepherds who run scared as soon as they hear a gunshot". 

Perrin views the future business markets as being above all the U.S.A., 
the Far East and the BRD, which has been neglected far too long. In the 
metropol Kew, York Cartier enjoys a good reputation together with the 
jewel 1ry house Tiffany's, which has in the meantime been taken over by 
Avon Cosmetics Inc. Cartier is also preparing to introduce Parisien good 
taste toi Americans im: the provincial areas. 

The ex-Germany boss Gueorguiievsky, who has just been transferred from the 
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. German branch in Cologne to Hongkong, observes an absolutely "fantastic 
Cartier-boom" in the Fair East. By the end of 1982 another 10 boutiques 
should be added to the 13 which have been set up to date in Japan, 

Hongkong, Singapore and Australia. 

The two Cartier-own shops in Munich and Dusseldorf and the two boutiques 
in Colbgrie and Stuttgart, which were only recently opened, have fulfilled 
theiir quota. Together with the approx. 400 German Hicensees they solid 
Cartier products for 401 mi l lion DM in 1980. Despi te the fast doubl ing in 
revenue figures, this market still worries the French team,, who are used! 
to success, considerably,. Perrin., "Distribution over there is a nightmare 
for me - an absolute catastrophel 1 ". 

In contrast to the market at home,, where luxury boutiques offer a cross- 
1 section of Cartier products for sale, Perriin ,! s safes team must go separate 

ways on the other side of the Rheini. Tlhe splintered variety, of available 
articles - from suitcases to ball point pens: to candle stick holders - 
forces Cartier to go to dealers, for whom lies Must de Cartier need not 
necessarily be an absolute "must". 

h’Ocq senior and his team realised even in, the case of the Cartier watches 
that they were not alone in their market. Wit a 76;% trading spam: + VAT 
the Newcomer therefore offeredl considerably moire than its established 
competitors with their 68%:., 

As an added stimulus the product has typically French trademarks. The 
delivery agent Tikes therefore to speed up business transactions by 
enhancing discussions concerning collectioni and conditions with champagne 
* ( amd pretty girls, which do not always have very much to db with the 

. business. 

This type of sales promotion is not afvays welcome., Cartier-customer Wbmpe, 
for example, decided, "We shall! see one another agaiin tomorrow, morning at 
9 o'clock for coffee. But then I want to see the computer runs". 

The Pairiis concern has tO' work out particular business deals with Wempe 
(iperriin, "He is the world's most pwerful dealer") 1 . The jeweHer with his 
13 branchies from Nuremburg to New York has his own ideas regarding the 
Cartier products available ini his shops. 
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In the course of tough negotiations Wempe arranged for the: famous 
3-piece Cartier riing "trois anneaux" to be sold iim his branches. Formerly 
thiis ring was sold exclusively 1 in Cartier shops and boutiques, l-lempe to' 

Perriini, “I can't say to my customers that if they wish to purchase that 
ring, then they must go to a Cartier shop, or buy a less expensive 
invitation'". 

Perrin Has no difficulty in making allowances to strong customers such,as 
V/empe. In this case he can at least be sure that the price level I dictated 
by Paris; will not be undermined. In 1 other cases, however, Perrin's parole 
"We must never lower our prices" occasionally fails. Even the British 
royal supplier H^irrods in London allowed a 25% discount on les Must 
this Summer. Not to mention the authorised trade in Hongkong and similar 
trading, areas, where not only the traveller is able to make his purchase 
^ at reasonable rates. Customers of the store Horten, , for example, can allso 

benefit in this way. Although they do not have a Cartier license, Horten 
has used the world-famous, name to date for its own profit, and offers the 
Cartier bestseller Santos; 30 G Bn lower than the actual! 2,900 DM Cartier 
price;. Gueorguievsky, "I don't like that at all". 

Plans, are being made to get to grips with distribution and, prices worldwide. 
However, to date only- the basic recipe has been found: further expansion 
of the boutique network and regrouping of the licensees. 

Target groups and the actual circle of customers are not identical 
Two further factors; do finally and iin the long-run dbcide the ups-and-downs 
of a widely-spread international prestige brand such as Cartier : Are 
( target, groups and customers identical? Is the "should be" and the "is" 

image the same? 

Manager Perrin sees ideally men Tike himself and 1 their wives or girlfriends 
as being the ideal customers : the: young economic elite with purchasing 
power. His partner Nathalie thinks in a different category. Heir dream pair 
would be Alain Delon and Princess Caroline of Monaco. PP-boss Nathalie, 
"Cartier is a 1 symbol for prestiige and good taste". 

The liist of persons who own a Cartier watch ranges from professional widow 
Jackie Onassis to entertainer Sammy Davis junior. One of Nathalie's favourite 
customers is the author Truman Capote, who owns a total of seven' Cartier 
watches,. Buyers such as Consul Mans Hermann, Weyer, who deals in titles,, 
are also most welcome. IJeyer consoles discarded girlfriends over the lonely 
hours without him with Cartier-chronometers,. 
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The Cartier-party-spectacles in Versa il lies or the place Vend Dine, where 
Nathalie likes to be seen withi honorary guests such as actor Omar Sharif 
or shipping magnate Stavros Niarchos, flit into this category. 

These jet-set clients do of course only purchase articles at the top end 
of the price scale, and serve perhaps also as guiding figures. 

For the more marketable majority of the products: available the advertising 
agency TBl/A im; Frankfurt states that baisiic clientele are less exclusive, 
“Sales girls in very chic boutiques, hairdressers and dubious sorts". 

The rift between target groups and customers in towns with a flourishing, 
night-life appears to be particularly large. "Tlhe morning after" pimps 
appear to be the best cash-payingcustomers for Cartier products in 
jewel Try shops. However, in the case of watches, the underground, very 
much aware of the quality of products, tends to prefer Rollex to Cartier. 

To be esteemed and accepted in such circles can hardly be of interest 
in the long run to concerns marketing prestiige products. Dupont-boss 
Andire Doucet wrote in the album of his expansion-orientated colleague, 

"U'e manufacturers of luxury products must always fight against our Enemy 
Nr. 1, the loss of image" (see also Appendix). Topmanager Greener of 
the House of Dunhill says the following "completely free of values". 

For him, the Cartier image can be classified, "feminine, nouveau-riche, 
and shimmering". 

Inevitable result: the Cartier self-confident claimi, : "We represent good 
taste, elegance, technical and easthetic refinement" loses weight., 

Tr.e propogated "whiff of exlusivity" is accompanied by a whiff of chichi. 

Nathalie, responsible for takiing' care of the Cartier image,, merely shrugs: 
her shoulders when she hears this criticism, "Chichi does not damage 
our business". Nevertheless, the Cartier canvassers ABC in Paris together 
with national agencies such as TBWA are secretly preparing a large 
image campaign aimed at, steering away from the Glamour-Look, "tie have 
concentrated too long on product- rather than image-advertising", states 
the new boss in Germany Jean Paul Narcy. 

A basic part of the campaiing 1 aimed at the consumer should be to convince 
the target group that Cartier products are worth their price. Cartier, 
just as the whole field, must reckon that a growing, number of consumers 
are no longer willing to pay astronomical prices for brand and mythos. 
Cartier felt this trend during 1 the period when' the gold price rose to 
gujdy heights. The high material costs could not be turned over completely 
and suppressed the yield. Cartier, with annual gold purchases to the 
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value of 70'milllion dollars (last available figures), stands second only 
to Rolex as the largest Jewell ry goldl buyer in the world,, and was hit 
particularly by the price explosion. 

Perriin: is already asking himself whether the expensive noble metal can. 
play the same role in the future as it does today, or whether other 
materials might not be used in the production of! Cartier articles. 

"We must become more independent from gold and jewels". He will, 
therefore, refine and continue the 1 es-f'.ust-strategy , but at the 
same time consider new, materials, forms and functions. 

The type of sketch book once devised by Louis Cartier has not yet been 
re-created. Nevertheless, Perrin united with Nathalie is not afraid 
of the future: "Creativity is our best capital". 


/ 

v 
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APPENDIX TD ART ICLE n V;E PLAYED TOjOPCHr 1 - Mr,’AGER f"AGAZ-1K/DECEf'.DCUS 1 981! 


The continuous battle agaiinst the shrinking image::. Ten points concerning 
prestiige goods made by - S.T.-Dupont-boss. Andre Doncet (59). 


1. In the case of most brand article their creator disappears; behind the brand 
name as time goes by. This, is not the case with prestige goods. In this case 
the name of their creator remains, a continuous part of the brand image - 
whether Dupont, Dunihiill, Cartier or Charnel. 

2. All true prestige brands are international. Although only a few individuals 
possess such products themselves - for example a Rolls Royce - everbody has 
heard 1 of them. 

( 3. Prestige brands are manufactured as items for everyday use, but they fall 

intoia particulr category and are automatically considered to be of high 
quality. 

4. Included in the high price which the customer is prepared to pay is not only 

the worth of the product itself, but also the additional! worth of the brand 
image. ~ “ ’ 

5. The capacity of a prestige brand iis limited by the brand image and 1 pro duct s 
to which it can be applied. 

6. Prestige brands fight continuously against Enemy No. II,, the loss of im age. 

The popularization of the products is the tribute for thei r Tuccoss~^ 

7. Prestige articles must constantly be re-newed, but at the same time the previous 
pr oducts must not be disqualified then as being old-fashioned. For 1 uxur ymust 
also mean stabilit y. In other words: a change in the continuity is necessary’. 

.. 3. Since prestige articles are aimed at desires and wishes there iis no 1 limit - 

just as there is no limit to dreams and ideas - to_J:he sales possibiilftes. 

9. Particuilarcane is required if a brand name, which was previously used for one; 
product, is then to be used for a whole range of items. A diversification can., 
due to the image of the brand aind the sales network, only be carried out 
in those product areas where the customer circle then recognises andi accepts 
the special ability and competence of the concern. 

10. The aim iis to increase ^he worth of the brand more and more by Introducing, 
products which can bring success. Product diversification can only be successful 
when a sales organisation iis able to develop an individual diversification 
Strategy for each exporting country , but combined with an overall marketing, 
concept. 
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AGENDA ITEM No. 10 


Source: https://www.industrydocuments.ucsf.edu/docs/yglmOOOO 




PROJECT STATIUS - MALAYSIA 1 


At a meeting on July 22 iin Colombo, the business principles of a deall 
between Rothmans Pall Mall Malaysia (RPM): and Godfrey Phillips Malaysia (GPM) 
were agreed. Thie aim was to emulate RJR's strategy in Malaysia with Winston: 
import and distribute Marlboro ex-USA for a limited period, until local 
production!cam be started, and selling at a price level below that of imported: 
products to capitalise on the demand for American blend products (Winston has 
increased sales to a level of 145 million per month ini a short period of time) . 
At the time of the meeting, a contract term of 50 years was discussed. 

Progress thereafter was relatively slow, primarily due to the stringent clauses; 
required by lawyers to protect PM's interests over such a long period. In 
particular, the clauses causing most problems were those relating to specific 
performances and termination of the agreement in the event of a change in 
equity in RPM or RI. There were also problems concerning who could and should 
be parties to the contracts, due to the fact that RPM could not be a direct 
licensee of a foreign company and that the risk of indigenisation could jeo¬ 
pardise any profit sharing arrangements in the name of GPM. 

The contracts provide for RPM to distribute Marlboro sourced ex-U5A for 
approximately six months. Marlboro will be solid to RPM at the US Miliitary 
price. This arrangement is expected to continue until mild 1982, when a second 
contract covering the local manufacture andl distribution of Marlboro under 
license takes over. This proviidbs for a royalty of $ 0.75/10DQ for the first 
bi11 ion cigarettes, indexed for infnation, ; and for additional volumes at the 
higher of $ 75/1000 or 5% of ex-factory sel 1 ing price. PM wiill supply tobacco, 
casings, flavourings and materials and will have a say in ex-factory and retail 
prices;. 

A meeting on November 19 in London led to the stalemate being unblocked, as 
V. Brink was sympathetic to PM"s concern about the termi Subsequently it was 
agreed to reduce this to 10 years and the contract was redrafted in a manner 
basically acceptable to both parties. However, the agreements have not yet been 
signed as there is still! a disagreement over the non-competition clause. PM 
wants an understanding that, until the local market reaches 35% blended product, 
RPM will not manufacture or sell American type cigarettes except for products 
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which they are currently sellling, such as Peter Stuyvesant. If RPM want to 
launch American type cigarettes in this interim period (;ie. before a 35;;$: 
segment is reached) the products will be included ini the agreement between PM 
and RPM under the: same terms and conditions. 

RPM basical My agree with this principle b:ut have not to d^te accepted our 
definition of American type cigarettes. They would prefer to have wording that 
would allow them to sell a blended product as long as they do not advertise it 
as suchi; PM wants a tighter restriction. 

G. Vessey, Chief Executive of RPM, is on vacation in Australia and!his finance 
mam;, Seairle, is presently trying to contact him to resolve the language. PM is 
now waiting for Searlle's confirmation. Other than this issue there are no major 
problems and PM iis hopeful of signing the agreements: by the second week of 
February. 
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India 
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PROJECT STATUS - INDIA 


Carreras Rothmans have been negotiating for some time with National Tobacco 
(NIC), the Goenka family,, for a license agreement covering the major Rothmans 
trademarks. It is likely that CR would be in the final stages of concluding an 
agreement by this time, but for the Nhvember meeting in London when they were 
invitedl to consider PM/Modi as possible partners. It was suggested that J. Wood, 
Sales Director with responsibility for Asia, meet K.K. Modi. 

This meetingi took place in Lausanne on January 11 and presentations were made 
oni the Modi interests, the Indian cigarette market, and an outline of GPI's 
plans in that market. These pl^ns center on 1 the possiibi 1 ities which exist in 
the profitable premium price class segment for an international brand, and 
including a nonrfilter version due to the importance of the plain segment, which 
will still have a S5& market share by 1986. 

GPI described the preparations they are making for such a launch: upgrading the 
primary to ensure consistent quality of product, installation of printing 
equipment to provide the required quality, availability of suitable leaf, etc. 
The emphasis was on achieving the quality felt to be indispensable for the 
successful launch of an international product and a lead-time of one year was 
anticipated. With a major Rothmans trademark the task would be easier. 

J. Wood was apparently impressed by the presentation and agreed to consider the 
possibility of an association with GPI. He stated that there is no moral or 
contractual commitment with NIC. He promised to get back to us within two weeks 
after further thought on the matter and, as we subsequently learned, discussions 
with his Managing Director, John Clinton. V. Brink has beeni contacted by RWM 
requesting that CR get back to us with any doubts before making a decision. 
Assuming a positive response, the next step will be a visit by R! people to see 
the Modii facilities in India. 

Tlhe major issues are as follows: 

How can GPI pay royalties im view of India's foreign exchange controls 
(discussions have taken place on using leaf) ? 

Can GPI achieve the necessary quality of product and pack ? 
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Is suitable leaf available ? 

Can 1 GIP import the required machinery for primary, printing! and 
possible dilution facilities ? 

Cam GPI extend its distribution! quickly enough (currently they cover 
only 30% of the country and have a 29% market share in those areas): ? 

Work on these points is proceeding pending the CR decision. 
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PROJECT STATUS - IRELAND 


Since mid 1981 PM has beem negotiating with; Carrol IT's, a license contract for 
the manufacture, marketing and distribution of Marlboro in Ireland. Carroll's 
has approximately 481 market share of the 7.5 billion industry sales. They 
have good distribution and have been successful in restricting the impact 
of foreign brands. PM sales are 50 million but, under the agreement, we 
would expect these to reach 3001 mil Hi on in three years (although Carroll's 
are objecting to a specific performance clause requiring them to reach 3% 
market share from 1986). 

Carroll's would dedicate one machine group, at a capacity of 300 million per 
annum, although the specifications would be slightly different to existing 
Marlboro, eg., non-compressedl pack. Carroll's original proposal was that they 
should export the excess between maximum capacity and actual sales of Marlboro: 
in Ireland. As well as the specific performance clause, Carroll's also 
objected to the 10 year period, which they considered too short and wanted an 
automatic renewal if things were going well. 

Negotiations were held pending because it was impossible to meet their demand 
that PMIguarantees them a minimum production of 300 millions p.a., regardless; 
of the actual sales volume in Ireland. Subsequently, when discussions commenced 
with: RI on contract manufacture in England!, the idea was presented whereby the 
Marlboro for Ireland would be produced undbr contract by RI in the U.K., and 
RI will give Carroll's a contract manufacture for its own brand, at a level 
equal to Marlboro's sales in Ireland. Carroll's will then only act as distri¬ 
butors. 


Carroll' s rejected! this proposal as well 
300 millions, even though no machine was 

This project is now at a standstill as a 
seems unreasonable, particularly bearing 
under contract the "London" brand, which 
East export markets. 


insisting on a minimum quantity of 
required to be dedicated!. 

result of Carroll's stance, which 
iin mind that they are manufacturing 
competes with RI brands in the Middle 


Source: https://www.industrydocuments.ucsf.edu/docs/yglm0000 


2023275790 



TG4.S&ZCZ0Z 


Contract 

manufacture 


Source: https://www.industrydocuments.ucsf.edu/docs/yglmOOOO 


2023275792 



<r ~ 


Source: https://www.industrydocuments.ucsf.edu/docs/yglmOOOO 





CONTRACT MANUFACTURE 


STATUS REPORT 


In October, 1981, Phiilip Morris and Rothmans executives met iin London 
to explore the possibilities of Rothmans manufacturing; cigarettes for 
Phiilip Morriis under contract. Rothmans acknowledged that they had spa¬ 
ce capacity in the EEC and that they would be preparedi to manufacture 
under contract for Philip Morris. It was agreed that further discussions 
should take place. 

At the next meeting ini late November, at which both E. Houmimer and 
V. Brink were in attendance, the basic principles of the contract manu¬ 
facture were agreed upon. These principles were : 


a) 1 It was agreed that the existing contract manufacture agreement 

between Philip Morris Belgium and Jubile, (a Tabacofina Belgian: 
subsidiary), would be the model for future contracts. 

b) Philip Morris expected to be able to offer contract manufacture in 
the U.K., Benelux, and Germany. 

c) It was agreed' that the contracts would be between the local affi¬ 
liates and would be administered by those affiliates. 

d) Contract manufacture meant that Philip Morris would supply alii 
tobacco, (either in cutrag or raw form), all materials and speci¬ 
fications and that these would be converted into cigarettes for 
the payment of a manufacturing fee. 
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e) The manufacturing fee should cover people, space, utilities, depre¬ 
ciation, interest and something for effort. 

f) The initial volumes that Philip Morris offered for contract manu¬ 
facture in 1982 were : 


U.K. 

1.0 

bill ion 

Germany 

0.4 

billion 

Benelux 

0.6 

billion 

Total 

2.0 

bill ion 


(It shouldl be noted that no agreements have yet been signed, thus 
start up will be later than envisaged and the volumes for 11982: 
will be less than 2 billion units). 


g) It was agreed that Philip Morris could visit Rothmans factories. 


CURRENT STATUS 


Benelux 


This proposed cooperation is well advanced and contract manu¬ 
facture can start late April or early May. Three brands may be 
manufactured under contract : 

Marlboro (for Italy) to the level of 600 million per annum will be 
manufactured by Tabacof iina. Initially Philip Morris will supply cut- 
rag from our Berlin primary directly to the make/pack factory of 
Laurens Brussels. In 1983, Phillip Morris will supply basic blend and 
local grades which will be processed in the Vandfer Elst factory out¬ 
side Antwerp and then transported to Laurens, Brussels. The Laurens 
Brussels make/pack factory was chosen as they currently manufacture 
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the Tabacofina hinge lid requirements and! thus have the hinge lid 
expertise iin that factory. The Vander Elst primary was chosen as the 
primary there is best able to handle Philip Morris requirements and 
can be expanded in the future, assuming the volume of contract manu¬ 
facture grows. Tabacofina is making all the necessary investments inclu¬ 
ding purchasing a duplex hinge lid packing group running at 140 packs 
per minute from Philip Morris for BF 13,650,000 ($350,000). The manu¬ 
facturing fee offered by Tabacofina is BF 90 per thousand cigarettes, 
although this fee has not been accepted by Philip Morris. 

Philip Morris International is currently being manufactured! in Germany 
and it has been agreed that Tabacofina will take over this manufacture 
iin their Laurens Brussels factory. Phiilip Morris will transfer the 
Princess packing group to Laurens Brussels, but on a loan basis. Philip 
Morris Germany will supply cutrag to Laurens Brussels. The production 
will be approximately 64 million per annum and the manufacturing fee 1 
has not yet been set. Production should start around September, 11982. 

Armada 100 mm . family, currently produced! by Philip Morris Belgium will 
be transferred to Juibile where full contract manufacture including to¬ 
bacco processing will take place. Timiingi and fees have not yet been 
decided upon. 


United Kingdom ; 

The proposed contract manufacture in the U.K., for an approximate initial! 
1 billion Marlboro, is not as advanced as that in the Benelux, however 
Philip Morris personnel have visited the U.K. factories (except Northern 
Ireland) and the location of Darlington has been agreed upon as the 1 loca¬ 
tion for contract manufacture. All technical details have been discussed 
and no significant problems are outstanding. The major factor holding up 
the furthering of these discussions iis the manufacturing fee. 
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Germany 


No discussions have taken place with Martin Brinkmann due to the situa¬ 
tion with the German Federal Cartel Office. It is planned that 400 Mill 1 ion 
Phil ip: Morris Multifilter 1100' mm. for Italy will tie manufactured, under con¬ 
tract by Martin Brinkmann sometime in the future. 


FACTORY VISITS 


Phil ip Morris personnel have visited the following: Rothmans factories : 

II).K. :: Dari ington, : Spennymoor,: Basildon 

Belgium : Jlibile, Vander Elst„ Laurens Brussels 

Planned : Laurens den Hague:, Holland 

Tabacofina personnel have visited our FTR factory in. Switzerland, and will 
shortly visit Bergen-op-Zoom. 

All discussions with the Rothmans people have been cordial and friendly.. 


Source: https://www.industrydocuments.ucsf.edu/docs/yglmOOOO 


202327S796 





No. 2/2230 R1 



Source: https://www.industrydocuments.ucsf.edu/docs/yglmOOOO 





PROJECT STATUS - CARLING O'KEEFE, CANADA 


The attached memo sets out the current situation concerning negotiations 
between Miller and Carling for the brewing and marketing of Lite beer in 
Canada under license, the importation of Miller High Life fromi the US for 
sale in Canadb, and the brewing of a Canadian beer to be imported by Miller 
for sale in the US. 

Progress has come to a stop pending a decision on whether the US agent. 
Century Importers Inc., who has the sole rights for the importation of any 
brands produced by Carlliingi, would be prepared to allow Miller to import a 
Carliing brewed beer. Apparently Century has first refusal on all Carling 
brands imported into the US. 

Century will start test marketing a Carting brand called! Calgary next month, 
and this is. considered by Miller to be a product with a good label, history, 
and background. In view of Miller's plans they would prefer to stop this test 
market and even consider this brand instead of proposing a new brand designed 
by Miller. Miller would rather not proceed with the brewing of Lite in.Canada' 
unless it were to get the imported brand. 


It appears that Carling would prefer to have Miller rather than Century as a 
distributor. However, Miller is not overly anxious to acquire Century, which has 
a number of small brands with low volumes and which may have distribution 
contracts in various markets conflicting with those of Miller. Hbwever, Miller 
has little information on Century aindl has not analysed such a step. 

W:. Saupe is undfer the impression that Century Importers Inc. is owned by one 
of the Rothmans or Rembrandt Companies. However,, this does not show up on' any 
of the list of companies in our possession. Thiis assumption! may be based on 
Dr. Rupert's comment to the effect that he would "sort out" the situation vis- 
a-vis Century. 
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Drafts of an agreement have been exchanged between Carling O'Keefe 
and Miller whereby Carling would 1) brew and market Lite beer in 
Canada under license, 2) import Miller High Life from the U.S. 
for sale in Canada and 3} brew a Canadian beer to be imported 
exclusively by Miller for sale in the U.S. 


Miller has attempted to register the Lite trademark in, Canada. 
However, we have encountered opposition from several sources 
with objections similar to those raised in the United•States. 
Carling is aware that our mark has been opposed and this fact 
may be brought up by Anton Rupert. Even if we fail to achieve 
registration, however, we will be able to provide Carling with 
the Lite logo as sold in the United States as well as a tech- 
, nology license for the Lite formula and access to our advertising 

1 ■ campaign. 

Last November Roderick Mclnnes, President and C.E.O. of Carling 
j O’Keefe, mentioned to Anton Rupert that Carling was considering 

5 contract brewing a beer for Miller to import and distribute in 

the U.S. The brand has not yet been determined. However, a new 
j brand to be decided and designed by Miller is being considered 

\ rather than an existing Carling brand now in either the Canadian 

or the U.S. markets. Apparently, Rupert is agreeable to this idea 
j ana was quoted as saying, T11 take care of it". The problem is 

\ with Century Importers Inc. of Baltimore, the U.S. agent for any 

brands produced by Carling O’Keefe of Canada. Century imports, 
O’Keefe Ale and Old Vienna and Cinci Beer; 1980 volume was 125,000 
j barrels, about 8% of the Canadian import market. 


It has occurred to us that, considering! the Philip Morris, and 1 
Rothman relationship, Rupert could very well suggest that Miller 
(or P.M.) absorb Century Importers and take over the distribution, 
of O'Keefe Ale and Old Vienna and Cinci Beer. If this proposal 
is made, we would of course need time to study the matter and Its 
consequences to the Miller Brewing Company. We would very much, 
like to resolve the issue of Carling's contract brewing a beer 
for Miller to import and hope that our agreement will not be 
delayed because of the Century situation. 


\ 



Willi am iLS^upe/dw 


G. 

Wfei SiSman (3 ) 

w. 

K. 

Howe11 

L. 

S. 

Will lams 

w., 

H. 

Dunn 

C., 

A. 

Bodie 


MILLER esCAvi.vG Company 



Source: https://www.industrydocuments.ucsf.edu/docs/yglmOOOO 


2023275799 




008S&ZCZ0Z 



Source: https://www.industrydocuments.ucsf.edu/docs/yglmOOOO 



1 


Fact Sheet on Marlboro South Africa 


Sales Development 

in Domestic and 

Duty 

Free (in 

mil 1 i 

ion) 




T9 7 7 


1978 


1979 


1980 

1981 


Volume 

Vol 

%Var 77 

Vol 

%Var 78 

Vol 

War 79 

Vol 

%Vair 80 

Domestic 

jL7_ 


21.28 

7.1 

24.56 

23.1 

+100 

41.2 

78.35 

Duty Free 

35.3 

39.4 

11.61! 

41 .9 

6.35 

44.8 

6.92: 

38.4 

(1:4.29) 


401.0 

45.11 

12.75 

49.0 

8.65 

67.9 

38.57 

79.6 

17.23 


Till 1979 Marlboro was mainly advertised andi promoted iim the Duty free area. 

In 1980, we started adi/ertiising Marlboro in the domestic market with the 
Cowboy theme. Rembrandt opposed this advertising on the grounds that they 
have used Cowboy advertising earl ieir for Paul Revere. The complaint which 
was lodged with the ASA Appeal Committee was rejected and we were allowed 
to go on using the Cowboy campaign. 

Total direct marketing expenses in 1980 were $ 246,000.- and 
in 1981 $ 392,000.-. 


2. Importer 

Our importer is L. Suzman Limited, P.0. Box 2188, Johannesburg 2000. For the 
domestic market, Suzman has a standard importer contract which can be termi¬ 
nate within 60 days. Suzman is the largest wholesaler for cigarettes iim South 
Africa, but mainly concentrated 1 in the Transvaal and Durbam area. 

For duty free the shipchandlers buy direct from PM Int., but Suzman is invol¬ 
ved in obtaining orders and promoting our brands against an annual fee 
of $ 20'000.-. 


3. Pricing 

a) Duty free : We apply the standard FAS N.Y. price for dirty free. There are 
a few selected customers who sell to smaller competitive shipchandlers. 

On those sales we grant them a 5% p.a. 

b) Domestic : We invoice at $ 15.- FAS N.Y. which gives a retail price 
of Q.80R + 4 cents sales tax, bringing the price to 0.84R per pack. 

Importer’s gross margin is $ 2.69/000. 
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4. Competition! 
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Marlboro is t£da* the second largest brand after Camel whose sales 
in 1981 wer Cig^ nilllion., The brand sells at the same price as 
Marlboro. The reason why Camel has such a dominant: position is the 
fact that this brand ha:s been advertised since many years in the 
South African domestic: market and had virtually noi competitor till 
we started with Marlboro to enter the domestic market too. 

All! other imported brands are negligible and only distributed to 
special tobacconists. 


5. Outlook for imported! cigarettes 

Due to the production surplus of local South African leaf we believe 
that Rembrandt could bear enough pressure through the tobacco; grower 
organization on the government to put quotas on imports or to: restrict 
sales of imported cigarettes through a sharp increase in customs duty 
or/and excise tax. 

Therefore, the idea of having Marlboro imported through Rembrandt 
instead of Suzman was welcomed by PM management. It seems now,, however, 
that Rembrandt is reluctant: to take over its import. It appears that 
Rembrandt's reluctance is dbe to their concern that Marlboro sales will 
increase at the expense of their own sales (Rembrandt has approximati¬ 
ve ly 85/o of the S.A. market):. As such, they have; no financial incentive 
to support a brand for which they get only the~dlstributors~marqin , ' 
taking business from their brand on which they get full! margin. 


January 28, 1982 
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EXPANDED TOBACCO 


STATUS REPORT 


Discussions helid between Phil! ip Morris and Rothmans International on the 
subject of expanded tobacco have covered two major areas : 


a) 1 The expansion of Rothmans tobacco in Phil ip Morris plants under contract; 

b) 1 Some form of assistance by Philip Morris to Rothmans to ensure that exist¬ 

ing Rothmans expanded tobacco plaints work efficiently and, possibly, that 
a larger 2000 lbs;, per hour plant be builit for Rothmans. 


Currently the following expanded tobacco plaints have been built (excluding 
U.S.A. and Australia). 

Phillip Morris have 2000 lbs. per hour plants either commissioned or due to 
be commissioned^ at : 


Munich, Germany 
Berlin, Germany 
Bergen-op-Zoom, Holland 
Onnens, Switzeirland 
Brampton,, Canadh. 

Rothmans International have four 400 lbs., per hour plants at Peterlee in the 
northeast of England. In the Benelux, Rothmans are purchasingi some expanded 
tobacco from R.J. Reynolds. 
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a) Philip Morris has had separate discussions with Tabacofina, Carreras - 
Rothmans, and Rothmans of Pail Mall Canada Ltd.,, with the objective of 
Philip Morris expanding the Rothmans affiliates‘ tobaccos. Tabacofina 
have indicated that they are not in a hurry to start, and it is envis¬ 
aged that trials will start in Bergen-op-Zoom around March, 1982. 

Carreras Rothmans are much more anxious to begin, thus trials were heldl 
iin Mbnich during December. The trials were helld on two bases : 

(i) with Carreras-Rothmans cut rag, shipped from U.K. at a, moisture of 
between 17.6% and 18%; and 

(ii) : with Carreras-Rothmans raw tobacco shipped from U.K. and processed 

through! the Munich! primary before entering! the expanded tobacco 
process. 

(iii) Carreras-Rothmans have advised Philip Morris that they are very 
satisfied with the expansion results , but as yet trial cigarettes 
have not been smoked. 

(iv) Carreras-Rothmans are currently writing to request the conversion 
fees, volume availability and! duration of that volume, to which 
Rhillip Morris will respond. 

Rothmans of Pall Mall! Canada and Benson & Hedges (Canada) are close to 
signing a 10i-year contract whereby Benson & Hedges will! expand a minimum 
of 750,000 lbs. of raw tobacco per year for Rothmans at a conversion fee 
of C$11.00 per lb. 

b) The four small expanded tobacco plants that Carreras-Rothmans have in 
Peterlee have not been running! in the expected, manner, thus both effic¬ 
iency and expansion rate have been lower tham expected., Philip Morris 
were requested by Carreras-Rothmans to give assistance, thus a Carreras- 
Rothmans team visited the Richmond plants, and discussed! with Phillip 
Morris people their problems. This visit was most helpful to the 
Carreras-Rothmans people. 
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Since then, Carreras-Rothmans have asked Phil i pi Morris iif we would.be: 
prepared to work with the Rothmans people to build a 2000-lbs.-per-hour 
plant in England. To date, PhiliD Morris have given no indication as 
to whether we would give this assistance. 

There is an open question of whether Rothmans International willl qualify 
as a Phil ip Morris subsidiary for the purposes of royalties and other 
know how payments to Airco. This matter is now being investigated by our 
lawyers. Mo mention of this possibility has been made to Rothmans. Inter¬ 
national and it is felt advisable that the matter iis not disclosed to 
them. 
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AGENDA ITEM No. 11 


Source: https://www.industrydocuments.ucsf.edu/docs/yglmOOOO 



EXCHANGE OF IDEAS BETWEEN THE REMBRANDT GROUP AND PHILIP MORRIS. 
ON OTHER POSSIBILITIES TO FURTHER STRENGTHEN AND IMPROVE 
THE PARTNERSHIP 


1. Local Mergers 


Tihe question of local mergers can specifically be raised in respect 
to Canada and Australia. 

Canada 


At the present time, there is no merger control legislation in 
Canadb. 

There are four competitors in the Canadian tobacco industry, with 
Philip Morris being the smallest. The Rothmans tobacco business is 
static at best, and possibly declining 1 . The two companies together 
have 5 manufacturing plants, and there are obvious rationalizations 
that can be undertaken. 

It is our basic belief that a merger of both interests in Canada 
should onlly come after Lobster, and be one of its results. However, 
some case could be made to thinking about a Canadian merger aheadl 
of Lobster, i .e.: 

- the absence of merger control legislation in Canada and its 
possible future introduction; 

- FIRA may extract a price for the present transaction. We might 
as well pay a price (which could be the same)' for a bigger dfeal. 
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However, difficult negotiations may ensue, as both sidfes will 
obviously try and extract the maximum position from such a 
merger. 

Australia i 

There are three cigarette companies in Australia, with Rothmans 
now being the largest (38% of the market) and doing very well. 

Our position is known. 

There are possibly local arguments to try and undertake 1 a merger 
in Australia prior tc Lobster, with Philip Morris taking a posi¬ 
tion in RPM Australia. While the timing may not be suitable in 
the immediate future, the idea need not be discarded out of hand. 

There are two sets of legislation in Australia that might affect 
either Lobster or a local merger, namely the FIRB (the Foreign 
Investment Review Board) and the Monopolies Commission. Approval! 
of both agencies is required! for both Lobster and a local merger.. 

The preliminary opinion is that if Lobster is dtone, and no 
changes are made iin the 1 oca 1 companies, then neither agency 
would! interfere in the transaction. However, if a local merger 
is contemplated following Lobster, then they will have a bigger 
concern. Therefore, since it is to our interest to rationalize 
1 oca Illy as much as possible, there is some merit in the argument 
that we should contemplate a local merger pn'ior to Lobster. 

It could also be that the present political climate in 1 
Australia is suitable to such a. move, aheadl of a possible 
victory by the Labour government in the next elections.. 
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2. Elimjnation of Local Shareholdings: 

Local shareholdings (other than ini RI itself) 1 materially exist 
in Canada, Australia, England and Belgium. 

The companies involved are RPM Canada, Carling O'Keefe (Canada) 1 , 
RPM Australia, Tabacofina (Belgium) and Dunhiill (England). 

It is obviously doubtful that the action of eliminatiingi local 
shareholding may be possible iin Canada and Australia. It is 
arguably easier iin the case of Tabacofina and DunhiTI. 

The argument for such an action would be to bring into the 
partnership more of the benefits of fulII ownership rather thani 
dissipate efforts among too many shareholders. 

3. Jtoint Purchase of Bonds 

This question has been raised before. 

The main argument in favour of this action would be: to prevent 
that more ownership (or potential ownership) of the company 
falls into hostile hands,, especially into the handb of RJPL 
Since the bonds are bearer bonds, they could be held without 
any public disclosure, and it would be in the interest of both 
parties that they are properly controlled. 

4. Joint Diversification 


A'R suggested that PM take an equity interest in Cartier 
together with him. 
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While various reasons justify PM's negative answer to this 
proposal, there is no reason not to consider other possibilities, 
i. e.: 

- Joint diversification with Rembrandt Group; 

- Joint diversification with Rothmans International. 

In the first instance, however,, we will obviously want to look 
at the political angle. 

As far as RJ is concerned, given its interest in, for example,, 
beer, there may be a possibility of doing something! together.. 
Alternatively, one may consider a joint venture even into fields 
where no investment presently exists. 


The reasoning behind this idea is to use some of RI's financial 
resources (in which PM participates anyway), as well as directing 
the company towards a strategic area in which PW might have a 
long: term interest, without necessarily wishing! to enter into it 
in the short ternu As an example, one might cite the possible 
mutual interest in Scotch whisky. 


*** 
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AGENDA ITEM No. 12 


PROPOSED DATES FOR FUTURE MEETINGS 


1!. LONDON 


Monday and Tuesday, May 10 and 111, 1982 


or 


Thursday and Friday, May 20 and 21, 1982 




2 . 




Monday and Tuesday, October 11 and 12, 1982 


*** 
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